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The Burroughs Calculating-Billing Machine 
writes and calculates an invoice in less time 
than it ordinarily takes just to copy it. 


On a Burroughs, the operator needs to 
type only part of the invoice. Her Bur- 
roughs automatically computes and, at 
the touch of one key, prints the complete 
extension —multiplierand answer! Typing 
time is saved. 

And as extensions are printed, the Bur- 
roughs totals them automatically and 
prints the total from a single total key. 
The operator types none of them. More 
time is saved... errors in typing amounts 
are impossible. 


This Burroughs is the only calculating- 


WHEREVER THERE’S BUSINESS THERE’S 


Burroughs 









} 
fi s= 


a> 
billing machine that computes as it types 

. that computes by direct mechanical 
multiplication, not by repeated addition. 
It makes the various steps of typing and 
calculating one fast, continuous operation 
.-. accomplishes more work with /ess effort. 





If your billing costs are rising, let Bur- 
roughs bring them down! For information 
on the application of Burroughs Calculat- 
ing-Billing Machine to your work, call 
your local Burroughs office, or send the 
coupon for your copy of Faster 
Billing with the Burroughs Cal- 
culating-Billing Machine. 
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Detroit 32, Michigan 
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BIRD’S-EYE VIEW OF THE 
DECEMBER ARTICLES 


REVIEW OF INTERNAL CONTROL 
By Curtis T. Atkisson 
This paper describes the main features of an internal review program 
recently undertaken in the Ford Motor Company. It is interesting, con- 
crete and suggestive. 
ORGANIZATIONAL OBJECTIVE AND THE INTERNAL AUDITOR 
By J. A. Glenn 


An excellent and well-balanced argument is presented in this article. 


WORK SIMPLIFICATION—A CONSTRUCTIVE TECHNIQUE FOR 
INTERNAL AUDITORS 
By R. L. Ornsby 


This paper outlines the principles and application of work simplification; 
the elimination of the non-essential by finding the one best way to per- 
form work. 
WHAT DOES IT COST! 
By Frank J. Carr 


A timely subject, being more and more discussed, is here presented by a 
recognized author. It is of interest and of information to all internal 
auditors. 
THE NEED FOR INTERNAL AUDITING AS A PART OF 
COMPTROLLERSHIP 
By W. J. McNeil 
This is a first-rate, well-written paper, pointing out the importance of 
internal auditing from the viewpoint of a Government authority. 
HOW TO DEVELOP AND WHAT TO EXPECT FROM A PUNCHED CARD 
INSTALLATION 
By Henry M. Hopkins 
Much valuable information is given in this article by an author who is 
thoroughly familiar with his subject. It will have particular appeal to 
those Instrrute members who attended the Special Class in I1.B.M 
operations at Endicott, New York, last April. 
PERPETUAL INVENTORY CONTROL—A REALITY 
By Val Williams 
Herein is presented an interesting application of internal auditing. Earle 
Cunningham highly recommended it as an example of case-history 
research. 
MAINTENANCE OF INTERNAL CONTROLS 
By Earle H. Cunningham 
This paper, one of many contributed by Mr. Cunningham, constructively 
summarizes the basic principles of internal control in present-day internal 
auditing. 
THE FAIR LABOR STANDARDS ACT OF 1949—ITS EFFECT ON 
BUSINESS 
By A. B. Hughes 
a the subject discussed in this article is not directly related to 


internal auditing, it is one about which internal auditors should know in 
auditing payroll records and procedures. 
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With an IBM Electric Typewriter, your secretary will 
turn out the most beautiful work you’ve ever seen. Wherever 
your letters go, their fine appearance will reflect credit on 
you and on your company. 

Your secretary will type faster, yet actually use far 
less energy doing it. She'll be able to devote more time to 
other important work. 

So many exclusive, time-saving features are yours with 
an IBM Electric Typewriter, you'll certainly want to investi- 
gate its advantages without delay. 


INTERNATIONAL BUSINESS MACHINES CORPORATION 





IBM, Dept. AU 
590 Madison Avenue, New York 22, N. Y. 


[| I'd like to see a demonstration of 
the IBM Electric Typewriter. 


[| Please send brochure. 


Name 





(please print) 
Company 





Address 
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THE PRESIDENT’S PAGE 


MANAGEMENT ACCEPTANCE 


UR special objective for the year is to develop more positively our 

“management acceptance.” Let us start off by considering some 
of the yardsticks by which we can measure our progress in this direction. 
These would include: (1) Does management give you special assign 
ments? (2) Does management seek your counsel regarding specific 
problems? (3) Does management back you up when your recommenda- 
tions are not accepted or at least fully considered? (4) Does manage- 
ment welcome the visits of your staff representatives? and (5) Are your 
people sought after for filling other open company jobs which would 
involve promotions? 


Next let us consider the elements of a specific program for attacking 
the problem of developing management acceptance. One group of these 
elements includes attention to certain important personal qualities 
patience, persistence, conviction without stubborness, a cooperative atti- 
tude without being ingratiating, being constructive, moving with reason- 
able care and caution—but being willing to make decisions and act when 
the circumstances warrant it. The group of personal elements includes 


also attention to dress and appearance and related personal actions. 


A second group of elements involve the greater development of 
management understanding and perspective. Specifically, we must 
extend our reading, broaden our contacts outside the company, expose 
ourselves more to operations, and try to put ourselves in management's 
position for the purpose of thinking through their problems and interests. 
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8 The Internal Auditor 


We can then direct our internal auditing and related reports more 
intelligently and exclude details and non-essentials which becloud the 


really important issues. 


A third group of elements involves keeping ourselves alert to new 
needs which develop out of particular developments—a change in com- 
pany organization, a fire, a defalcation, or the like. We must avoid the 
kind of stabilization which is called getting in a rut; instead we must 
maintain continuously a vigorous and fresh approach. 


Finally we must utilize our personal contacts with management 
both scheduled and non-scheduled. In these cases we must avoid saying 
nothing, but, on the other hand, avoid saying too much. Through poise 
and proper handling of these personal contacts we can create confidence 
in us on the part of management. 


Obtaining management acceptance is one of the most vital ingredi 
ents of successful internal auditing. In our individual company situa- 
tions we propose to attack the problem during this tenth anniversary 
year. It is hoped that the elements outlined will provide some guide 
for making the attack on the problem of developing management accept- 


ance. 
—Vicror Z. Brink. 


If a thing is difficult to be accomplished by thyself, do not think 
that it is impossible for a man: but if anything is possible for a man 
and conformable to his nature, think that this can be attained by thyself 


too. 
—Marcus Aureus. 


THE NINTH ANNUAL CONFERENCE 
OF THE INSTITUTE 
OF INTERNAL AUDITORS, INC. 
OCTOBER 22, 23 and 24, 1950 
CHALFONTE-HADDON HALL HOTEL 
Atlantic City, New Jersey 
By MILTON H. KINNEY 


HE Ninth Annual Conference became another milestone in the 
growth of Tue Institute. In attendance were 455 members and 


guests, who came to Atlantic City from all parts of the United States, 
Canada, and from abroad. 


* * * 
THE CONFERENCE THEME— INTERNAL AUDITING IN ACTION 


CONFERENCE PROGRAM 
Sunday, October 22 
CHAPTER ACTIVITIES MEETING 
Victor Z. Brink, presided 


The Chapter Activities Meeting was the first formal meeting, and 
was attended by approximately 100 members. The experiences of the 
various Chapters in conducting successful meetings through the use of 
outside speakers, panel discussions, etc., were discussed in detail. 


Mr. Brink summed up the meeting very well by stating that pro- 
grams must be designed to meet the interest of local Chapter members. 
He also expressed an opinion that the organization and direction of a 
Chapter offers a real management problem, and a well-run Chapter is 


a definite indication of good managerial talent on the part of its staff of 
officers. 


* * * 


The Chapter Activities Meeting was followed by a Reception at 
5:30 p.m. 


Monday, October 23 
ANNUAL MEETING 
In the Vernon Room—James B. Parker presided 
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10 The Internal Auditor 


The reports of various committees were presented. 
The report of the Nomination Committee was read; and the follow- 
ing officers were elected: 
President —V. Z. Brink 
Ford Motor Company, Dearborn, Michigan 
Vice President—H. C. M. Coss 
Worthington Pump & Machinery Corporation, N. J. 


Secretary —R. M. GarpNner 
General Motors Corporation, Dayton, Ohio 
Treasurer: —J. R. Doneix 


Prudential Insurance Company of America, N. J. 
Mr. Cobb reviewed the results of the Survey on Internal Auditing. 
While pointing out that the over-all returns have been somewhat disap- 
pointing, he stated that the material that had been received and 
analyzed was of considerable value. 
Mr. Parker briefly reviewed the accomplishments of the past year, 
and urged each Chapter to continue to plan quality programs and to 
endeavor to increase its membership. 


* * * 


SPECIAL SESSIONS 
Monday, October 23 
In the Vernon Room—D. B. Maruias presided 
The following papers were read and discussed: 
Equipping the Internal Auditor for Action ...... W. J. L. Townsend 
Internal Auditing Is Only 50% Accounting ................ W. G. Proctor 
Contribution of the Internal Auditor 
EL TT G. G. Crowder 
In the Garden Room—G. T. BopMan presided 
Audit of Construction Costs ..........cccccccccesscsesseeesesseseeeeeseeees W. Hahn 
Control and Valuation of Replacement 
TELESIS Hee D. C. Steinhelber 
Survey and Audit of Factory Costs ...................0..000+ A. E. Schuricht 
In the Solarium—C, J. Guesquiere presided 
Audit of Punch Card Accounts Payable System ........ L. D. Tarlin 
Examination of Sales Offices ................ccccccccsecseeseeeseees R. E. Noonan 


Internal and External Auditors Appreciation 
of Each Others Duties and Responsibilities ............ 7. R. Cloake 


* * * 
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Monday Evening 
In the Carolina Room 
Probably the outstanding innovation of this Conference was the 
enjoyable dinner-dance and show presented Monday evening. Excellent 
music was provided from 7 p.m. until midnight, and the enthusiasm 
of the group was ample proof of the enjoyment of the affair. 
Mr. James B. Parker, retiring president, was presented with a hand- 
some gift in recognition of his leadership during the past year. 
Tuesday, October 24 
MEETINGS OF THE INDUSTRY GROUPS 


At Various Locations in the Hotel 
Eleven industry group meetings were again an outstanding event 
of the Conference. The discussions were constructive, and there were 
many expressions of appreciation for the opportunity to exchange ideas 


with others in similar industries who have the same problems or who 
may have solved similar problems. 


The following speakers discussed subjects relating to a number 
of the industries represented in THe INst1TuTE: 


Aircraft and Automobiles — G. F. Weisscerper 
Chain and Department Stores — J. W. Wrrn 
Chemicals and Pharmaceuticals — R. E. Westrai 
Foods — H. J. Weno1 
Heavy Machinery and Equipment — M. J. Faney 
Insurance — H. M. Hoover 
Light Machinery and Equipment — R. K. ArtHur 
Mining and Metals — W. H. Lippie 
Petroleum — F. W. Lennon 
Public Utilities : G. A. LEE 
Trust and Banking Companies — J. R. TyTer 


SPECIAL SESSIONS 
In the Vernon Room—V.G. GENDRON presided 
Education—Present and Future Internal Auditors .... W. R. Davies 
Sampling Technique Applied to Internal Auditing R. P. Aten 


What Has Internal Auditing to Offer 
By I eiladiinetshiinsnietnincsinsingstndtsaicnabiis u. A, H. Kent 
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In the Garden Room—R. M. Garvner presided 


Audit of Materials and Supplies ..................c0:0000000+ A, E. Carpenter 
The Internal Auditor’s Role in the Cost Reduction 

HII «scicicniestebiothipsdeimeniennnenesbysbcueenmanesien W. T. Hamilton 
The Internal Auditor’s Role in Reorganization ............ R. H. Wood 


In the Solarium—Xanvor Loos presided 
OD sititasiiinierianceiglenindnttiniiiiamennciininl E. F. Ratliff 
Unscheduled Activities Called Internal Auditing .. H. D. Woodcock 
Getting the Most from Circularization of 


NS PEEL METTLE W. C. Kidd 


SUMMARY 
The Closing Session—In the Vernon Room 


In this closing session, Mr. Victor Z. Brink, president-elect, urged 
all members to continue to emphasize two important factors: 
1. Personal development through contacts, exposure to operations, 
reading, and appearance. 
2. Management acceptance through reports, alertness to the needs 
of management, and personal contacts with management. 


THE CONFERENCE COMMITTEE 
General Chairman — Harry H. Wartruen 
Co-Chairman — Jrratp S. Hanks 
Budget and Finance — Franx M. FisHer 
Exhibits — SrepHen A. WALTON 
Program — JosepH A. GLENN 
Industries — Ricwarp A. VANHorNn 
Publicity — Murton H. Kinney 
Printing — Harry V. EicoMann 
Hotel Arrangements — Brron GANsER 
Registration — Curtis H. Smack, Snr. 
Reception and Banquet - Joun W. MutirKin 
Hospitality — Gerorce W. Mann 

EXHIBITORS 


Burroucus AppING MAcHINE Co. 
NATIONAL CasH REGISTER Co. 
Cummins Bustness MACHINE Co. 
Rot-Dex Division, Watson Mpc. Co. 
Ex.iorr ApprEssInG MAcHINE Co. 











REVIEW OF INTERNAL CONTROL’ 
By CURTIS T. ATKISSON, Manager 
ACCOUNTING POLICIES AND SYSTEMS DEPARTMENT, 
FORD MOTOR COMPANY 





Mag. Arkisson is a graduate of Rollins College in Business Administra 
lion. Prior to his joining Ford Motor Company in Dearborn, Michigan, 
Mr. Atkisson was on the staff of the Treasurer of Florida Power and 
Light Company, and Chief Accounting Consultant, and later Assistant to 
the Financial Vice President of Ebasco Services Incorporated. 


Mr. Atkisson was President of Tue Instirute 1945-1946. 











HIS discussion will describe the main features of an internal control 
review program recently undertaken in the Ford Motor Company. 
While the program has been designed especially for our own needs, the 
principles are applicable generally. Although the program has not been 
quite completed, its reception and results so far have been so satisfactory 
that I feel safe in presenting the program to you. 


The program is not wholly unique, I am sure. However, I believe 
you will be interested in a high-spot summary of the objectives, the 
material used and developed, the schedule of meetings outlined, the 
provisions made for charting of internal control procedures at each local 
plant, and some experiences to date. 


The background and origin of the program will be sketched first 
so that you may better understand the objectives and the emphasis 
given to the various aspects of the plans. 


Attention to internal control has been and is a continuing matter 
with my department, Accounting Policies and Systems, and other 
departments in the central Controller’s Office and the Office of the 
General Auditor. The decentralization of management responsibility 
that has taken place in the company during the past three years has 
involved also an extensive program of decentralization of accounting. 
What was formerly a highly centralized accounting system has become 
within the past year or two a decentralized accounting system. 


Every effort has been made during this process, of taking the 


accounting system apart and putting it back together again in smaller 


*Paper presented at the First Annual Southwest Regional Conference, May, 1950, 
Dallas, Texas 


15 








14 The Internal Auditor 


pieces, to see that appropriate internal controls were retained or estab- 
lished. With the decentralization process complete, we have undertaken 
a review to make certain that the procedures established in the various 
step by step changes leave no gaps in internal control that it is practic- 
able to close. In other words, we have as a current major objective for 
our department the review of basic accounting control procedures and 
the publication of any needed revised or new procedures. Here the 
approach is to determine just what basic control procedures should be 
prescribed Company-wide. 


The particular internal control review program which I am going 
to describe for you will fit into our long range plans, as you will see. 
The objective of the internal control review program I will outline is 
that of immediately alerting all key personnel, operating and sales, for 
example, as well as accounting, to any possible breakdown or deficiency 
in the system of internal control which might result in losses to the 
company. Responsibility for conduct of the program is placed by the 
divisional controllers with the controllers or executive accountants of 
each accounting location. The accounting locations consist principally 
of the accounting offices of about 50 plants and 20 separate parts depots. 


One important factor influencing the decision to ask al] accounting 
locations to review internal control as specifically applied in their loca- 
tion is that of two major defalcations in recent months, both of which 
you may know of through news accounts. One of these, that at the 
Edgewater Plant, involved the physical aspects of internal control. Quan- 
tities of valuable parts and accessories, through collusion among a num- 
ber of employees and outside parties, were taken from the parts depot 
located at the plant. In the other case, at the Dearborn Parts Depot, 
collusion between an employee of the accounts receivable group and 
outside parties resulted in quantities of parts and accessories being 
properly cleared through plant gates and then being invoiced at only a 
fraction of the correct quantity. These cases not only indicated that 
increased emphasis on internal control is needed throughout the com- 
pany but also pointed up the responsibility that all supervisory person- 
nel shares in the effective operation of the system of internal control. 


Our internal control review program provided, subject to adapta- 
tion by the divisional controller or local controller, that the controller 
hold two meetings with the plant manager and key members of his 
organization, and two meetings with the key members of the account- 
ing organization. In the case of each group the first meeting was devoted 
to an explanation of the program and to pointing out the need for 
inquiry, ideas, and action on the part of each participant. The second 
meeting, held within 30 days after the first meeting, was in the nature 
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of a follow-up meeting to determine what had been done and what was 
yet to be done to correct any internal control weaknesses that might 
have been brought to light as a result of the studies suggested at the 
first meeting. The material made available for each location’s use 
included several sets of the following: 


Booklet on “Internal Control” published last year by the Ameri- 
can Institute of Accountants. 


A memorandum entitled “Summary of Protective Aspects of 
Internal Control.” 


Suggestions and Sample Agendas for Interna] Control Meetings. 
A Check List of Internal Control. 


A suggested Time Schedule for Meetings, Preparation of Charts, 
Etc. 

Nine charts which set forth representative Ford Motor Company 
Internal Control Procedures. 


After each controller had concluded the meetings at his location, 
he was requested to prepare charts of his existing internal controls, pat- 
terned after the representative charts furnished to him. After review 
by the divisional controller’s staff, two sets of these charts come to Cen- 
tral Office where one is used by the Accounting Policies and Systems 
Department in its plans for further review of basic control procedures 
for Company-wide use, and one copy is available for reference in the 
General Auditor’s office. 


Having given you this general description of our program, I will 
now describe more specifically the various materials and steps in the 
program. 


The internal control booklet of the American Institute was included 
in our set of material principally in order to furnish an authoritative 
discussion, that at least the controller would review as background, of 
the whole broad field of internal control. Internal control, used broadly, 
includes cost control, budgetary control, control through effective and 
efficient organization, and other such subjects not emphasized in the 
present review program. 


The memorandum entitled “Summary of Protective Aspects of 
Internal Control” was designed to focus attention on the aspects of 
internal control that seemed to need greatest emphasis at the plant 
level. This memorandum discusses briefly what are termed the four 
planning principles, and a fifth principle, the action principle, of 
internal control. The four planning principles are: 
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1. That no person be in complete control of an important part of 
a business transaction 


to 


That accounting and operations be separated 


3. That proofs and control methods be utilized to the greatest prac- 
tical extent 


4. That responsibility be fixed to as great an extent as possible. 


The fifth or action principle was stated as: 


5. That supervision make certain that prescribed internal controls 
are being followed and be alert to possible weaknesses. 


The memorandum highlights the general principles, not only for 
the controller’s benefit in planning the survey and the meetings, but also 
for the benefit of other key people that would review the memorandum. 


The fifth principle is really the keynote of the whole program and 
in the paragraphs under this discussion an attempt is made to interest 
the key people involved by setting forth a few cases where controls 
failed to function and where what looked like error proved to be fraud. 
This material and most of the balance of the material is largely directed 
toward interesting supervision and showing supervision, particularly 
plant supervision, that it has an interest in and a responsibility for 
internal control, for the prevention and detection of fraud. 


In the suggestions and sample agendas for internal control meetings 
with the key men of plant management it is provided that the controller, 
before developing a specific agenda for his first meeting, is to spend 
sufficient time in the plant to resurvey the physical aspects of the plant 
and review the internal controls currently in effect. It was believed that 
the suggested physical survey, taken with the controller’s study of the 
internal control check list that we will discuss in a moment, generally 
would provide a number of live subjects for discussion with the key 
members of plant management. The suggestions for the meeting empha- 
size the desirability of a free exchange of thinking of the group on their 
responsibilities for internal control. 


Before the close of the first meeting the key members of plant 
management attending the meeting are put on notice that at the next 
meeting they are to report on the results of their exploration of internal 
control weaknesses and their plant of action to strengthen internal con- 
trols in their area. 


At the second meeting each member in turn is to present his report 
and after each individual’s report, there is a general discussion by all 
present of their views on the particular findings and action. The objec- 
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tive here again is to do everything possible to obtain a free exchange 
of the thinking of the group. Also at this meeting the controller is 
expected to summarize the agreements that have been reached on fur- 
ther courses of corrective action and to arrange for such follow-up as 
may be deemed necessary. 


The two meetings scheduled to be held by the controller with his 
key accounting employees are similarly handled, except that there is 
less emphasis on the physical aspects of control and there is the added 
feature, and a most important one, that of the review of the representa- 
tive internal control procedure charts and the preparation of similar 
charts for their own plant and responsibilities. 


The Check List of Internal Control, previously referred to, com- 


prises an eight page questionnaire, devoting groups of about ten ques- 
tions each to: 


General Physical Aspects of the Parts and Accessories Sales 
Plant Accounts Receivable 

Storage and Production Areas Cash Receipts 

Shipping Facilities & Procedures Cash Disbursements 

Receiving Facilities & Procedures Purchases 

Vehicle Sales Payrolls 


The heading on the Check List points out that the list does not 
purport to be complete and that it is designed as an aid to the controller 
in applying his own thinking to the internal control problems of his 
location. Following out this idea, there are several numbered blank 
spaces at the end of each subject list for filling in additional questions. 


The four groups of questions on the physical aspects have been 
given considerable emphasis. Judging from our limited survey, all our 
plants have not been fully alert to the need for strict adherence to the 
technical and common-sense practices covered in these questions. 
Typical of the questions asked are: 


Are there any openings into the plant as a result of accidents, 
action of elements, etc., which have not been repaired? 

Are unauthorized persons permitted access to the plant area? Once 
inside the plant area, do they have free access to the plant? 


Are employees working in the plant restricted to certain areas? 
Are areas devoted to parts and accessories operations separated 
from areas devoted to production operations? How many receiv- 
ing points exist in the plant? Are all necessary? 


Do materials which are received move directly into storage or pro- 
ductive areas or are one or more additional movements required 
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before they reach storage or productive areas? If additional 
movements are required, can they be eliminated? If not, are they 
properly controlled? 


How could an employee or group of employees divert materials 
which have been received? Could employees remove materials 
from the plant through the receiving points? With or without 
collusion with outsiders? 


What possibilities exist for employees to remove materials from 
storage or production areas to other less frequented areas? 


Are trucks, freight cars, etc., properly inspected before they leave 
the shipping point? 


The questions included in the other groups on sales, receivables, 
cash receipts, purchases, cash disbursements, and payrolls ask similar 
questions regarding practices on these records. Verifying the answers 
to these questions and considering what other questions they should 
ask themselves should help the key accounting people in each plant in 
the preparation of procedure charts which will give a valid representa- 
tion of their practices. This is in addition to the main objective of alert- 
ing the key personnel to internal control problems. 


I have referred repeatedly to the internal control procedure charts, 
and as has been indicated these comprise a set of nine charts setting 
forth representative internal control procedures. 


Two of the charts present the physical aspects of a plant, and of a 
parts depot, respectively. The charts show by legend the location of 
receiving points and shipping points for different classes of material and 
state in abbreviated narrative form the receiving and shipping pro- 
cedures that are important from the viewpoint of internal control. 


The importance of charting the physical aspects of plants and 
depots is well illustrated by the following incident. We found that 
at the first plant we attempted to chart to use as an example there were 
18 points at which material was received into the plant, and the con- 
troller had for some time been working on the problem and had closed 
several receiving points. Naturally we were unable to use this plant 
for the purpose of charting representative procedures. 


Key plant management personnel, particularly plant protection, 
and production control men, have a vital interest in this phase of the 
review of internal control. Over a period of time, unless their supervisors 
show a definite interest, plant guards tend to relax their vigilance. Also, 
plant supervision may sometimes feel unable to carry out from time to 
time specific measures for physical control, due to budget or other 
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reasons. A new look at the whole problem, like that here suggested, 
may provide a better answer, or at least will bring a recognition of the 
risks involved. 


The other seven charts present in flow-chart fashion the internal 
control procedures covering vehicle sales, parts and accessories sales, 
accounts receivable, cash receipts, purchases, cash disbursements, and 
pay rolls. 


In addition to showing the flow of papers between departments, 
the charts state briefly the important internal control features of the 
procedure and by a heavy arrow device call attention to particularly 
important control aspects. Each chart, except the one on purchasing, 
has been conformed to the actual situation in a particular plant. 


One of the advantages in charting procedures is that it often brings 
out the worst in a procedure, at least that has been our experience on this 
project and in experiments we have carried on in recnt months in the 
charting of procedures. In any event, our plan assumes that the first 
drafts of these charts at the plants will bring out the worst in the plant 
procedures, and that further discussion and investigation will, at least 
in some cases, bring about a strengthening of internal control. Undoubt- 
edly some situations will be encountered where no corrective action is 
feasible. Even here we will have the advantage of having had attention 
focused on the defect, with the expectation that such internal control as 
is feasible will thereby tend to be made more effective. 


As I have indicated, the last step in this internal control review 
program involves the review of the set of plant charts by the divisional 
controllers’ staffs, and availability thereafter of a complete set of these 
charts for reference in my office and that of the General Auditor. For 
some time to come, until the charts become gradually out of date, the 
charts will provide us with a ready source of information regarding 
actual practices in the field and should thus contribute materially to 
the development of our long range plans for improving the basic control 
procedures prescribed for use throughout the Company. 


May I again emphasize that the principal objective of this particu- 
lar internal control review or training program is that of alerting all 
key personnel to any possible breakdown or deficiencies in the system 
of internal control. 


My paper has given you thus far a summary of the objectives, and 
techniques used, of our internal control review program. You will per- 
haps be interested in some “proofs of the pudding,” some evidence of 
the results being accomplished by the program. So, I will conclude by 
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reading some of the notes I made when at a recent meeting of our 
Procedures Coordination Committee representatives from two of our 
divisions made a presentation of their experience with the program. 


Plant Protection Department has charted every guard station, show 
ing number of guards, examinations being made, number of 
people and trucks going through daily, etc.—all bringing a 
“fine job” comment from the accounting representative. 


Some charts went back as many as 14 times for correction. Through 
regular progress reporting, coordination, etc., division staffs 
kept after internal control review program and got action 
despite cost studies, budgets, etc. 


Purpose—to bring internal control into focus. Everyone is now 
internal control conscious. 


One (over-budget) man will spend next several months on review 
and correction of internal control. 


For example, have recommended that certain fences be moved to 
make possible a reduction in plant protection forces. 

Have recommended separation of shipping and receiving areas that 
have been adjacent. 

All of charts have been reveiewed by Plant Managers and latter 
are very much interested. 

Division is requiring each plant to keep its own charts up to date, 
and to re-run periodically, probably on a quarterly basis. 


It should be mentioned also that from the Central Office standpoint, 
we have been getting some very good information from the internal 
control procedure charts. The charts are proving to be of real assistance 
in our studies of basic control procedures. 


QUOTABLE QUOTE 


Give us clear vision that we may know where to stand and what 
to stand for, because unless we stand for something, we shall fall for 
anything. 

—Prtrer MAaArsHALL. 
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[* recent years, largely as the result of its improved quality and more 
constructive character, internal auditing has been referred to as an 
“aid to management.” 


Let’s inquire into this device called management in order to trace 
more precisely our true position on the management team and evaluate 
the quality of our audit service. 

We know that management's job is to achieve the objectives of 
the enterprise. Those objectives may be simply stated as the production 
and sale of goods and services at a profit, and the development of new 
and better products that will improve our living standards. 


ORGANIZATION FOR MANAGEMENT 


How is management organized to achieve these objectives? I shall 
select du Pont for the purpose of a brief illustration. 


At the top there is, of course, the Board of Directors, elected by the 
stockholders. About a third of these directors are full-time executives 
of the Company. It is an active board and meets every month. 


From the Board membership appointments are made to four com- 
mittees; the Executive Committee, the Finance Committee, the Bonus 
& Salary Committee, and the Committee on Audit. The duties and 
responsibilities of the latter two Committees are apparent from their 
titles. 


*Presented at ~ 2nd Anniversary Meeting of the Niagara Frontier Chapter, May, 
1950, Buffalo, N. Y 
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The Executive Committee, composed of the President as Chairman 
and eight Vice Presidents, is responsible for the day-to-day top manage- 
ment and direction of the Company’s affairs. The members of this 
Committee are executive officers of the Company. 


The nine-member Finance Committee passes judgement upon 
major expenditures and keeps close watch on the Company’s financial 
situation. 


There are ten Industrial Departments, each headed by a general 
manager who is provided with his own production, technical and sales 
organizations. The general managers are responsible for the activities 
of their departments and for the Company’s investment in all plants, 
laboratories, processes and other facilities under their jurisdiction. These 
general managers report to the President and Executive Committee. 
In addition, thirteen auxiliary departments, whose heads also report to 
the President and to the Executive Committee, supplement and aid the 
industrial department general managers in their efforts to accomplish 
the job of integrating the forces, human and material, that produce the 
end result, i.e., the production and sale of goods at a profit and the 
development of new and better products. These auxiliary departments, 
comprising groups of highly trained specialists, provide special services 
and talents in advertising, employee relations, engineering, legal, public 
relations, purchasing, research, traffic and other service activities. 


THE TREASURER'S FUNCTIONS 


The Treasurer, too, is an executive officer of the Company. He is 
elected by the Board of Directors, and reports to the President and to 
the Finance Committee. Among other responsibilities, the By-Laws 
state that the Treasurer is “the principal officer in charge of the accounts 
and the Accounting Department of the Company.” Obviously, it is 
essential that he, too, be equipped with the necessary instruments to 
enable him to effectively carry out his important responsibilities. 


These instruments or aids, of course, comprise his staff, his princi- 
pal assistant plus the Comptroller, two Assistant Treasurers in charge 
of banking, financial analysis and special studies, a Credit Manager, the 
Manager of Disbursements, a Personnel Manager and the Auditor. 


As “principal officer in charge of the accounts,” the Treasurer 
must, if he is effectively to carry out his commission, go into all depart- 
ments of the Company — head office, plants, sales offices and stores — 
and ascertain the validity of the accounts in each department, the ade- 
quacy of internal check and control, and the appropriate safeguarding 
of the assets. Obviously the internal auditing department is the mobile 
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and versatile instrument that must carry out this essential appraisal 
activity for the Treasurer. 


THE INTERNAL AUDITING DEPARTMENT'S PLACE 
ON THE MANAGEMENT TEAM 


Here, then, is the internal auditor’s place on the team—and what 
a unique position it is! As emissary of the Treasurer, he (the internal 
auditor) must of necessity have access to all transactions of all branches 
of the Company; ten industrial departments and thirteen auxiliary 
departments. What other departmental unit enjoys such a privilege? 
That privilege, of course, is inseparably bound to a correspondingly 
important responsibility, the responsibility to furnish internal audit 
service that is consistent with the highest standards of the profession 
and one that keeps pace with the Company’s development. 


To obtain this service management provides the dollars necessary to 
maintain a capably directed, well-qualified, numerically sufficient staff, 
using advanced techniques to conduct selective audits. Staff quality and 
advanced techniques, the human element and the technical element, 
complement each other; both must be present. 


THE HUMAN FACTOR 


The importance of the human element cannot be over-emphasized. 
We know from experience that an audit is no better than the competence 
of the auditor who performs the work. On the other hand, we know that 
the value to management of the audit report depends upon the excel- 
lence of the Supervisor who reviews the work and edits the report. 
The first need, therefore, in achieving low-cost, high-quality audits, is 
a thoroughly competent, well-balanced staff. 


A direct approach to control of staff-quality is through the use 
of rating charts. Different ratings for each individual are carefully com 
pared and appraised by the Chief Auditor for the purpose of effecting 
those changes necessary to strengthen the staff. 

Having combed our staff, how do we preserve this newly acquired 
staff-quality? By having supervisors prepare periodical Personnel Rat 
ing Reports covering every auditor under their supervision. Such peri 
odic and comprehensive, recorded appraisals should be followed by per 
sonal interviews by the Supervisor, who should give due recognition to 
individual achievement and progress or point out any prevailing weak 
nesses that require correction. At the same time, appropriate oppor 
tunity is also afforded the staff member to voice freely his hopes and 
fears and, of course, express directly his views with respect to his Super 
visor’s comments and criticisms. Such periodic personnel ratings and 
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interviews tend to force the Supervisor to discharge his supervisory 
responsibilities in the best interest of both the Company and the 
employee. 


Preservation of personnel quality presupposes a program of reward- 
ing competence, encouraging confidence and combating complacency. 
This formal program, however, is frequently surpassed by the success 
that “quality” itself normally and naturally begets. If an Auditing 
Department renders top quality service, the Department and its per- 
sonnel will be respected. Department Managers who highly regard the 
departmental staff standards will tap, for positions of higher responsi- 
bility, the reservoir of competent auditors. Transfers of capable men to 
other departments and positions of higher responsibility are not only 
appropriate reward for good work, but also a constant incentive to the 
staff men; and incentive of this character is very important to the main- 
tenance of good morale. Moreover, siphoning from the top prevents 
staff decay, combats complacency and produces renewed vitality. 


THE TECHNICAL FACTOR 
The second factor of auditing quality, the technical element, is 
equally indispensable. 
For the most part, the technical tools comprise: 
A. The Audit Manual 
B. The Selective Auditing Program 
C. Working Papers 
D. The Audit Report 


Careful design of these tools is not only important to the quality 
of work but also to its cost. To illustrate: in our case, establishment of 
a resident system for accomplishing branch audits plus selective audit- 
ing, elimination of system descriptions in working papers, utilization 
of standard working papers, use of brief audit reports, and improved 
quality of personnel has produced a 36% man-power saving and a dol- 
lar saving of over $150,000 per year. 


(A)—Tue Aupir MANuAL 


A comprehensive and up-to-date audit manual, properly indexed, 
should be given to each auditor. It should be tailor-made to fit the com- 
pany’s needs. We have found it appropriate to treat each audit sub- 
ject as to: (1) Description of System; (2) Division of Responsibility; 
and (3) Audit Procedure. 


Part (1)—*Description of System” acquaints the auditor with 
the origin and nature of the transactions, and Company or depart- 
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mental policies and procedures applicable thereto; also, the forms 
utilized, the usual flow of papers, and other pertinent details that 
convey general knowledge of the nature and conduct of the trans- 
actions. Such knowledge is designed to obviate unnecessary ques- 
tions and expedite the auditor’s work. 


Part (2)—*“Division of Responsibility” points out duties and re- 
sponsibilities in relation to good internal control. 


Part (3)—‘“Audit Procedure” conveys the approach to the audit 
and sets forth the minimum scope. It is impressed upon all staff 
members that the Standard Practice Manual merely points out the 
minimum amount of auditing and testing necessary under normal 
conditions. They are held responsible for recognizing the need 
for more extensive testing and sampling as indicated by the cir- 
cumstances. 


(B)—SELEcTIVE AUDITING 


How much auditing should be done? Where? How? Obviously, 
primary consideration and thought should be given to the degree of 
auditing that constitutes appropriate discharge of our full audit responsi- 
bility. In addition to comprehending our Company’s exposure to loss 
due to fraud, negligence, waste, major errors, and inadequate internal 
check and control, the preventive and protective phases of our responsi- 
bility, we must also, if we are to accomplish our broader scope, keep 
abreast of our Company’s development and perform those constructive 
appraisals and investigations, the need for which is dictated by observa- 
tion, tests, experience, and judgment. Due regard should, of course, be 
given to the scope of examination performed by the public accountant 
so that the internal audit coverage appropriately complements but does 
not unnecessarily duplicate their work. With maximum effectiveness, 
we can then allocate the required audit effort, qualitatively and quanti- 
tatively. 


How, for the purpose of effectively allocating audit effort, can we 
measure a company’s exposure to loss? Available practical yardsticks 
are: 


1. Nature of assets; value and turnover 


to 


Dollar income and dollar expenditure 
3. Division of responsibility and internal control 
4. Pertinent historical audit findings—or audit ratings 


After considering and weighing our Company’s exposure, we 
adopted the following approach: 
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Larger plants are rated A, B or C as merited by historical audit 
results applicable to each point. Major subjects, that is, cash, payrolls, 
purchasing, shipping, invoicing and inventories at locations rated 
A or B are audited each year; other subjects at the larger plants rated 
A and B are audited on a two or three-year cycle depending again upon 
dollar income or expenditure involved. All subjects are audited annu- 
ally at large plants with C ratings, that is, those plants where recent 
audits have disclosed abnormal inventory shortages, defective internal 
control, or unsatisfactory performance with respect to any of the major 
transactions. 


Where our historical audits of warehouses and small plants reveal 
satisfactory conditions, audits are made on a two-year cycle. Selected 
sales offices are also audited bi-annually. Of course, supplementary 
controls exercised by the District Sales Offices and the Home Office Con- 
trol Divisions are contributing considerations to audit frequency. Where 
abnormal stock shortages are disclosed, these locations are audited annu- 
ally until the unsatisfactory conditions are corrected. Also, the larger 
sales offices, particularly those with heavy invoicing responsibilities, are 
audited annually. 


Consigned stocks in excess of $50,000 are inventoried annually. 
Consigned stocks $25,000 to $50,000 are inventoried bi-annually. Those 
under $25,000 for the most part are inventoried every three years, per- 
tinent considerations again being control exercised by the Home Office 
Control Division over stock limits, monthly consignment reports and 
general reputation and credit condition of consignment agents. 


To illustrate selectivity, we have scheduled for 1950 audit 63% of 
our total facilities, i.e., plants, warehouses, retail stores, consigned stocks, 
sales offices, construction projects, etc. However, our 1950 audit cover- 
age will include supervision of physical inventories approximating 91%, 
of the total working capital inventory investment, which bears out my 
earlier comment that our selective sampling gives appropriate weight 
to dollar magnitude of exposures. 


Construction expenditures, on the other hand, are representative 
of transactions that require audit more frequently than once a year. 
The magnitude of the funds disbursed, the speed with which they are 
spent and their particular susceptibility to loss, due both to functional 
weaknesses (negligence, major error, waste) and exposure to fraud, 
demand prompt, frequent and comprehensive audit service. Vulnera- 
bility stems from the large volume and dollar-value of purchase com- 
mitments, including numerous and varied cost-plus and unit price con- 
tracts, oftentimes negotiated under pressure of the emergency and in- 
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effectively controlled and checked by temporary field and office staff. 
For this reason, frequency of audit visitation and scope of work must be 
fitted to the stage of the construction project. Usually, three or four 
visits to the project-site within a year are desirable. In order to assure 
proper control at the outset, the initial visit to the project should be made 
just as soon as construction work is started. 


This selective audit technique permits us to expend our audit 
time with maximum efficiency. Coverage is sufficiently broad to em- 
brace all activities of the Company, with appropriate weight being 
given to the dollar value of the transactions involved, the risk nature 
of such transactions, the prevailing system of internal check, and the 
historical audit results. 


(C)—WorkInc Papers 


Here is a fertile field for improvement of audit quality and, too, 
for cost reductions. Standard Working Papers, again tailor-made to fit 
the company’s needs will: 


1. Force the auditor to cover the ground necessary for compre 
hensive audit of the subject. 


to 


Save him considerable writing time normally expended in set 
ting down description of system and other details. 


Standard Working Papers developed from our collective experience, 
field-tested and periodically revised, provide comprehensive audit cover- 
age of the particular subject with a minimum of writing on the part 
of the auditor. Furthermore, the printed work sheets are more easily 
read; they are of uniform size, and facilitate both supervisory review 
and the ultimate writing of the reports. Forms cannot, of course, entirely 
supplant the need of narrative presentation of disclosures. 


(D)—Tue Aupir Report 


Reports covering our larger plant audits used to be 60 to 70 pages 
long. Description of systems, account reconciliations, and comments 
relative to insignificant clerical errors were responsible for such lengthy 
compilations. Now, reports covering our large plants are rarely over 
two or three pages long, and their content falls into four classifications 

(a) General Scope 

(b) Inventories 

(c) Major deficiencies 


(d) Recommended corrective measures 
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Each report is challenged and must meet a test of factual correct- 
ness, clarity, sequence, tact, and brevity imposed by the Zone Leaders 
and the Report Editors. Our object is that the reader’s reaction to the 
report should be that a qualified auditor has performed a valuable ser- 
vice in an efficient manner. 


MEASURING QUALITY OF SERVICE 


These, then, are some of the human and technical “tools” which 
must be kept sharp to assure high-quality economical auditing service 
and an important place on the management team. 


A practical yardstick for appraising the quality of an Auditing 
Department's service is based on the opinions of management at various 
levels in the departments audited. Are they impressed with the caliber 
of men assigned to their plants and offices? Are they pleased with their 
judgment as to what is important? Are they impressed with the char- 
acter of their recommendations? Do they have confidence in the depart- 
ment to the extent that they constantly solicit its counsel? Do they re- 
gard those entrusted with the administration of internal auditing as 
possessing the judgment, fairness, and integrity that they should have? 


The survival of the fittest is the ageless law of nature, but the fittest 
are rarely the strong. The fittest are those endowed with the qualifica- 
tions for adaptation, the ability to accept the inevitable and conform to 


the unavoidable, to harmonize with existing or changing conditions. 


-DanE E. SMALLEY. 
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AM of the opinion that there is much in common in the work of the 

Methods Analyst and the Internal Auditor. I'd like to illustrate that 
by referring to a statement of the Responsibilities of the Internal Aud- 
itor, prepared by the Research Committee and approved by the Board 
of Directors of Tue INstirute or INTERNAL AupiTors, INc., July 15, 
1947. 


The Statement explains in part that the overall objective of internal 
auditing has two major phases. The first is “the protection of the inter- 
ests of the organization, including the pointing out of existing deficien- 
cies to provide a basis for appropriate corrective action.” This involves, 
primarily, the verification phase of internal auditing—ascertaining the 
degree of reliability and accuracy of accounting and statistical data, 
and the effectiveness of internal control. The Methods Analyst is also 
charged with such a responsibility, particularly in the design and devel- 
opment of accounting systems and procedures and in evaluating the 
overall effectiveness of management controls. 


The second phase of internal auditing as outlined in the Statement 
is “the furtherance of the interests of the organization, including the 
recommendation of changes for the improvement of the various phases 
of the operations. The attainment of this objective involves such activi- 
ties of the Internal Auditor as: 





*Presented at a meeting of the Cleveland Chapter. 
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a. Reviewing and appraising the policies and plans of the organ- 
ization in the light of the related data and other evidence. 

b. Reviewing and appraising the internal records and procedures 
of the organization in terms of their adequacy and effectiveness. 

c. Reviewing and appraising performance under the policies, plans 
and procedures.” 


This supplements verification, and takes in the investigative and 
appraisal work which should be considered the primary objective of 
any audit program—the objective desired by progressive managements. 
The investigation and evaluation of existing organization, policies, work 
routines, costs, and other factors affecting operations are also the major 
objectives of methods work. It goes without saying, that recommenda- 
tions for possible improvements must follow. 


If such a similarity in responsibilities exists between methods and 
internal auditing functions, it is only logical that the two groups should 
be able to effectively apply the same techniques, particularly with re- 
spect to the investigative and appraisal phases of the work. It is here 
that the principles of Work Simplification may be used to mutual advan- 
tage. 


What is meant by Work Simplification? The term is often loosely 
used and many people have as many different conceptions of its mean- 
ing. It should be specifically stated that Work Simplification has no 
relation to working faster and harder. It is merely intended to elimi- 
nate non-essential work by finding the one best way to do work. It has 
been defined as “an organized, critical review and inspection of clerical] 
operations with the aim of eliminating all non-essential work and im- 
proving the manner in which all essential work is performed.” This 
implies cutting red tape, knocking off the gingerbread, getting down 
to bare essentials in terms of man power, materials, and equipment 
required to do a necessary job. I emphasize the word “necessary.” 


To apply the principles of Work Simplification requires an attitude 
in which there is no room for complacency or self-satisfaction with 
present conditions. Furthermore, there is no room for self-importance— 
building up a work volume or a work force merely to attain status. 
Work Simplification is founded on a philosophy—an attitude—which 
is “cost consciousness.” The prime objective of Work Simplification is 
cost reduction. 


At present, in every office, untold work needs to be done to improve 
procedures, to effect a logical division of labor, to streamline work flow. 
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The interna] auditor through first-hand observation of conditions and 
through personal contact with people on the job is in an excellent posi- 
tion to appraise operations. The application of Work Simplification 
techniques provides a scientific approach and a sound basis for develop- 
ing, accumulating, evaluating, and presenting facts to top management, 
including recommendations for improvements. 


In general, in evaluating a given routine or operation, it is essen- 
tial to obtain the answer to three questions: 


1. What is being done and by whom? 


2. How is the work performed? 


_ 


3. How much is being done? 


The answers to these questions can be found through the use of three 
tools: 


1. A Work Distribution Chart—a device for analyzing the division 
of labor. 


to 


A Process Chart—a device for analyzing the flow of work. 


3. Work Count—a technique for interpreting the facts about the 
volume of work in terms of the bearing on the method used. 


Before you can analyze the work of any unit of a company, you 
must be able to see clearly in one place all the activities of that unit 
and the contribution of each employee to each activity. A Work Dis- 
tribution Chart is the easiest way to arrange these facts in simple form. 


To prepare a Work Distribution Chart requires three steps: 


1. Preparation of a Task List 
The Task List sets forth the number of tasks performed by each 
employee and the time devoted to each task. The List should be 
checked with the employee and his supervisor to assure ac- 
curacy. 


to 


Preparation of an Activity List 

This is a statement of the major functions of the unit under 
review. It need not be detailed. It should answer the question: 
“What are the general activities performed by the unit?” 


3. Preparation of the Work Distribution Chart 
This is a recapitulation of the Task and Activity Lists. Colum- 
nar working papers can be used to prepare this Chart. Activities 
are listed in order of importance in the first column. Columns 
are provided for names of employees and man-hours across the 
top. Tasks for each employee are entered in the proper spaces. 
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The basic questions which should arise from preparing the Chart 


What activities take the most time? 

Normally, the largest time should be spent on what is con- 
sidered to be the unit’s major activity. Other totals should reflect 
the relative importance of the activities. If they do not, find 
out why. 


Is there any misdirected effort? 

Too much time on relatively unimportant or unnecessary tasks 
usually means misdirected effort. The amount may appear 
small—an hour here or a couple hours there—but frequently 
it adds up to many hours per week. 


Are skills properly used? 

It’s wasteful to have employees working below or above their 
ability. Higher paid employees should not be assigned jobs that 
lower paid employees can perform. 


Are employees doing too many unrelated tasks? 

Tasks which are very different mean waste motion, unnecessary 
fatigue, and lost man power. “Jacks-of-all-trades” generally 
work themselves to death, but fail to make a dent in the work 
piling up in front of them. 


Are tasks spread too thinly? 

Too many employees should not be doing the same job. It pre- 
cludes full use of man power and is conducive to idle time and 
buck-passing. Overspecialization can be a problem here. 


Is work distributed evenly? 

Balance must be retained between importance and urgency of 
work. Willing workers are often overloaded. On the other hand, 
too little work will hurt morale. 


The Work Distribution Chart will give you clues as to possible 
improvements and will lead to the use of the next tool: the Process Chart. 


The Process Chart shows how each activity is carried out, step by 
step. It puts down in writing the details of operations so that they can 
be clearly and intelligently analyzed and studied. 


In the preparation of the Process Chart, symbols are used to indi- 
cate the four elements inherent in any routine: 
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1. Operations—depicted by a large circle to indicate when some- 
thing is changed, created, or added. It also indicates tele- 
phone calls, interviews, etc. 


2. Transportation—a small circle is used to show movement from 
one work location to another. 


5. Storage—a triangle is used to show delays in processing, filing, 
or ultimate destruction of a form. 


4. Inspection—a square is used when something is checked, aud- 
ited, or verified but not changed. 


Use of these symbols provides a shorthand method of visualizing opera- 
tions. 


To prepare a Process Chart, it is necessary to (1) decide on the 
activity to be charted—then stick to it; (2) determine the starting and 
ending points; (3) number and describe each step even though it may 
be minor; (4) enter distance for transportation and time for storage; 
(5) summarize number of operations, times, and distances. 


When the Chart is completed, you are in a position to evaluate 
each step—to ask the $64 question: What? Why? Where? When? Who? 


and How? 


1. What is the desired result? Is the objective being achieved 
or must subsequent work be performed to obtain the result? 
By asking “what,” the purpose of the step is established. 


2. Why is this step necessary? Does it serve any practical purpose? 
Does it actually contribute to the final result? What would 
result if this step were eliminated entirely or combined with 
another? “Why” questions prove necessity for operations and 
are perhaps the most important questions to be asked. 


5. Where should this step be done? Can it be done more easily, 
with less time or transportation, by changing the location of 
employees or equipment? Is this work the responsibility of 
another department? By asking “where,” responsibilities and 
layout of work areas are established, and delays are minimized. 


4. When should this step be done? Is the sequence proper? Can 
the work be simplified by combining this step with a preceding 
or subsequent operation? Can the work be done later thereby 
permitting more important work to be expedited? The “when” 
questions establish a logical flow of work and reduce handling. 
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5. Who should do this job? Is the best qualified person handling 
it? Should the person now doing the work be involved at all? 
Asking “who,” fixes responsibilities and provides for proper 
work distribution. 


6. How is the job being done? Is the best method being used? 
Are forms and equipment proper for the job? Are motions being 
used to best advantage? The “how” question leads to the elimi- 
nation of unnecessary and duplicating work, forms, and reports. 


The Process Chart furnishes a step-by-step narrative of a process 
or activity and shows the sequence of work. Before final improvements 
can be developed, however, it is necessary to have the picture with 
respect to how much work is being done, since this will have a defi- 
nite bearing on the method selected. The third tool of Work Simplifica- 
tion—the Work Count—is now brought into play. 


Any office activity or process has certain key points or steps. If 
applied at these points, improvements will pay the biggest dividends. 
The Process Chart will identify some of these by showing up places 
where work piles up awaiting action. It also marks the places where 
the work flow branches. Facts about volume passing these points enable 
you to see how important they really are and help decide when “how 
much” is the source of trouble. 


Here are some of the things to count: postings; inquiries; inter- 
views; letters; phone calls; checks, vouchers, and other forms; and oper- 
ations which occur with regularity. 


Here are some ways to count: tally; use of existing production re- 
ports, recording meters, veeder counters, scales, rulers, and serially 
numbered forms; stacking; actual count; and time study. 


In improving operations, the Work Count helps to: 


1. Schedule work: It eliminates guesswork in scheduling and per- 
mits adjustment of work assignments to fit actual conditions. 


2. Relate tasks: It permits reorganization of work. Related duties 
can be combined in new, more productive jobs. 


5. Measure value of a step: Sometimes equal time and man power 
are spent on relatively unimportant steps which produce few 
results. A work count will help determine whether a step is 
worth-while—a double review procedure, for example. 


4. Spot bottlenecks: A work count will bring to light points at 
which back-logs are piling up. Once these are spotted adjust- 
ments can be made. 
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5. Stimulate interest and production: Employees are interested in 
knowing what is expected of them and where they stand. Giving 
them this information will stimulate interest in their work and 
will increase production. 


These, then, are the tools of Work Simplification: the Work Dis- 
tribution Chart, the Process Chart, and the Work Count. Remember, 
they are like a three-legged stool. You must complete all three legs 
before you have a finished product. You can’t take action until you 
have the full story. Study these three tools, translate your hunches 
regarding improvements into facts, submit your proposal, and reap the 
benefits. 


These techniques are not a panacea, but they will go a long way 
in assisting you in your investigative and appraisal work. 


If members are interested in obtaining further information on this 
subject, I would recommend that you obtain a copy of the booklet WorA 
Simplification, Publication No. 91, on which this presentation has been 
based. The booklet is available from the Public Administration Service, 
1313 East 60th Street, Chicago 37, Illinois. 


THOUGHT LEADERS THINK ALIKE 


In a National Chamber news release dated August 2, President 
Otto A. Seyferth says: 


“When government asks of its people that they make sacrifices, 
the people have a right to demand of the government that it, in turn, 
likewise, take up some notches in its belt.” 

In an article in the New York Times Magazine dated August 15, 
Prof. Sumner Slichter of Harvard University says: 

“The government is asking people to refrain from unnecessary 
spending. It should practice what it preaches.” 








WHAT DOES IT COST! 
By FRANK J. CARR 
CONTROLLER, MALLINCKRODT CHEMICAL WORKS, 
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M,. Carr holds degrees of B.S. in Economics and Master of Arts from 
the University of Pennsylvania. He joined Mallinckrodt Chemical Works 
in 1946 as Controller. He was the first Controller of the Tennessee Valley 
Authority, and has also served as Vice-President in Charge of Finance at 
the American Steel & Wire Co. in Cleveland. During the second World 
War, he was on the staff of Sanderson & Porter, Engineers, in New York, 
his principal assignment being that of business consultant to the Radia- 
tion Laboratory at Massachusetts Institute of Technology, the center of 
Radar Research. He is one of the founders and the first National Presi- 
dent of the Controllers Institute of America. He is also a member of the 
Cosmos Club in Washington, D.C., to which he was elected for dis 
tinguished service in the field of accounting. 











HAT does it cost? As accountants, we probably hear that question 
more frequently than any other. What is our answer? What is 
cost anyway? 


If you are a hardware dealer who buys gadgets at $14.40 a gross, 
it doesn’t take much arithmetic to figure that gadgets cost 10¢ apiece. 
Or perhaps you refine your accounting a little and add $1.44 express 
charges to figure a “landed” cost of 11¢ apiece. But how about the fellow 
that made the gadget? what is his cost? He bought material. He used 
machines. They were run by power. He kept his machine in working 
order. He employed labor. He supervised the job. He used up supplies. 
It takes a lot of arithmetic to answer his “What does it cost?” question. 


Even in the case of the gadget dealer there may be questions about 
the validity of his costs. Some accountants will argue that receiving and 
storage expenses are also a part of cost. But let’s not go into that here. 
Let’s confine our discussion to the manufacturer who made the gadget. 
He has some real problems. 


There are two terms that will be important to our discussion, and 
first I want to explore them for a moment. These terms are cost and 
expense. A manufacturer spends money for many things. Over the 
years accounting techniques have been developed so that each expendi- 


*Presented at a meeting of the St. Louis Chapter. 
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ture is charged: to a particular account. From these accounts reports 
are prepared to show what is known as cost, and eventually to show 
whether there was a profit or loss in the operation. These reports are 
surrounded by a halo of tradition. 


One of the most deep-seated of these traditions is the distinction 
between cost and expenses. We have come to accept costs as including 
material, direct labor and factory burden, the latter usually allocated 
to individual products on some “generally accepted” formula. Expenses 
include everything else, selling, administration, and perhaps research. 


The question I want to raise here is this: What is so sacred about 
this particular cut-off between costs and expenses? Your answer prob- 
ably will be that the former are incurred in the factory, the latter in the 
office; or perhaps that the first covers the cost of production and the 
second covers the expense of distribution. Of course, administration 
really sits in the middle and relates to both of them, but for convenience 
and because of the difficulty of developing a logical distribution formula, 
it is usually considered an expense rather than a cost. 


If we forget this back door that separates the office from the factory 
and consider the nature of the expense, perhaps this traditional cut-off 
is not so logical after all. You will see what I mean as I proceed. 


It is axiomatic that no one cost will serve all purposes. Inventory 
valuation and profit determination may involve one treatment. Setting 
of sales prices may involve quite a different approach. Here we may 
need a range of costs all the way from “out-of-pocket” to “all-in” costs— 
the latter including even a statistical allocation of administrative and 
selling expenses. Some will argue that conversion costs are the signifi- 
cant item in sales price fixing. Of course, the last line of retreat by the 
Sales Department is that competition sets the price and cost has nothing 
to do with it—or if you have an exclusive product with no competition, 
you charge what traffic will bear and again cost is only incidental. 


Insurance may require still another cost computation, and control 
of costs may be more effective with some sort of expense analysis or 
budgetary approach in addition to the follow-up of unit cost trends. 


Cost determination is also quite a different problem in different 
kinds of manufacturing. A few illustrations will show what I mean. 


Some years ago a very capable young man applied to me for a 
job in the accounting department. He already had a good job and I was 
naturally curious about his reason for wanting to change. Much to my 
surprise his reason was that he had no problems, and he wanted a job 
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where he could use his education, experience, and imagination, in the 
solution of new problems. It developed that his company made one 
product, in one size, packaged in only one way. They developed unit 
cost by adding up all their expenses and dividing by the units produced. 
It was just too easy—and this probably illustrates factory cost determin- 
ation in its simplest form. 


At another time, I had the opportunity to visit a plant in Canada, 
which also made one product but in a variety of sizes, varying in width, 
thickness and length. It was all made on the same automatic machine 
and usually one size represented a substantial run on the machine. After 
careful study, they determined that the cost of a particular size, for all 
practical purposes, was determined by the time of the run through the 
machine. Hence, their cost method was to accumulate all costs of operat- 
ing the machine, including material, labor and all indirect expenses and 
reducing it to cost per hour. Multiplying the hours run on a size by the 
hourly rate gave the total cost of the job, and dividing by the units pro- 
duced gave the unit cost. Here again is a rather simple but quite ade- 
quate cost scheme. 


Another degree of complexity is illustrated by a company making 
automobile parts in large quantities on automatic machines. Here our 
familiar cost accounting techniques are rather generally applicable. 
Each part is produced in sufficient quantity so that accurate factors can 
be established, usually through industrial engineering studies. Material 
usage, yields, scrap and spoilage, production per man-hour, or machine- 
hour, can all be determined with a high degree of accuracy. Tradition- 
ally, automobile companies place their orders for a model run, so that 
the parts supplier knows his rate of operation well in advance; and bur- 
den forecasts or standards can be set with confidence that the actual 
will be close to the forecast. Departments or cost centers can be clearly 
defined. All of the elements that delight the heart of a cost accountant 
are present and the results of his cost accounting system can be highly 
satisfactory. 


Now let us take you behind the scenes in a chemical plant. Some 
operations may involve single products produced in more or less auto 
matic equipment in large quantities, and costs can be determined by 
usual methods with reasonably satisfactory results. In some operations, 
by-products rise to haunt you with all of their special problems. Some- 
times a condition exists that almost defies analysis. This is illustrated 
by a situation where many products are being made at the same time, 
in relatively small quantities, using the same equipment, all within the 
confines of a single department, with a small labor force. Any of the 
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operators may. work at various times on any product or any piece of 
equipment. While one product is “working,” requiring only casual 
attention, another may be in various stages of preparation. 


Perhaps you will understand this more clearly through the homely 
analogy of preparing a meal in the kitchen. The cook prepares a roast 
and some potatoes and puts them together in the oven to cook. While 
they are cooking, he prepares a pie which goes into the oven after the 
meat comes out, while the oven is still hot, so it requires no heat-up 
time. He occasionally looks into the oven to check the progress of cook- 
ing, but meanwhile he has time to mix a salad. Somewhere along the 
line, he puts some peas on top of the stove to cook, stirring them occa- 
sionally, and plugs in the electric percolator to make the coffee. 


Can you picture the cost problems involved in such an operation? 
It would not take too much imagination to find the cost of cooking the 
meal as a whole, but how about the labor cost for the roast beef? Or what 
is the cooking cost of the potatoes that are right in the oven with the 
roast? 


That is the kind of problem we encounter in some chemical opera 
tions. The operators themselves cannot give you an accurate time dis 
tribution, so even direct labor costs are very much a guess, and any 
attempt to allocate indirect expenses is even more uncertain. 


So we have a great variety of conditions under which we are asked 
“What Does it Cost?” Some are reasonably simple, others very complex. 
In some you can be reasonably sure of your answer, in others you must 
admit that the answer contains some doubt. About the best you can do 
is to establish a formula and report that according to that formula, this 
is the cost. 


The real problem, of course, is the distribution of burden or factory 
indirect expenses. Material costs can be determined with reasonable 
exactness in almost any situation. Yields and scrap losses may present 
a problem, and sometimes excessive losses may occur for a period; but 
by-and-large, these factors can be determined by statistical analysis of 
historical records or by industrial engineering studies. Similarly, direct 
labor is usually subject to reasonably accurate determination. My cook 
may have to do some fancy guessing, but this is an unusual situation, 
and some estimate will probably give a practical answer. At least both of 
these costs—material and direct labor—will probably vary in accord 
ance with volume of production and can be controlled in relation to 
that volume. I will have more to say about this. 
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Burden is something else. It has long been recognized that burden 
is not an item that can be exactly measured for any particular product. 
Perhaps if you wanted to spend enough money to accumulate the 
necessary records, a method could be devised to charge every item of 
indirect expense to a product. To illustrate; take the example of intra- 
plant hauling. Some hauls are long, some are short, Some loads are 
heavy, some are light. Some loads carry a single material, some carry 
many items. You can visualize a record for every trip showing the 
length of the haul, the weight of the load, and the items carried and, 
from this, analysis could be prepared of the cost of hauling each item. 
But I doubt if the results would justify the cost of the record. That is 
certainly true in a factory where many products are made in greatly 
varying quantities. 


To get around this difficulty, cost accounting techniques have been 
devised, and refined over the years, that serve to allocate these burden 
expenses to products. These have become our generally accepted prac- 
tices. They give at least consistent results from period to period within 
a single company, and thus properly indicate trends. To the extent 
that competing companies use the same burden distribution methods, 
they would be pricing on the basis of comparable costs. But if one com 
pany uses one method—say allocation on the broad basis of direct labor 
dollars—while another uses another method—perhaps machine hours 
by production centers—their unit costs for particular products could be 
substantially different. Then what happens? Jones says product A costs 
a dollar, and product B costs 2 dollars, so he can sell A for $1.50 but 
wants 3 dollars for B. Smith finds that A costs 2 dollars but B only 1 
dollar, so he is willing to sell B for $1.50 but he thinks Jones is losing 
money by Selling A for that price. Thus, competition sets $1.50 as the 
selling price for both products, and Smith and Jones both think they 
lose money on one item, but, in each case, it is a different item. Even 
though their combined costs for both items might be identical, their cost 
accounting methods indicate quite different costs for the individual 
products. The example is exaggerated, and in practice, the differences 
would probably never be as great; but it is purposely stated this way 
to emphasize the point. When you amplify this to include a dozen com- 
petitors each with a thousand products, the total effect could be tre- 
mendous. Each competitor would tend to set the selling price on the 
products that his own records indicated to be the lowest in cost, and the 
overall result might be a tendency to under-price all along the line. 

In recent years, there has been an accelerating trend toward the 
adoption of standard costs. Here we run into another problem due to 
the necessity of forecasting both burden dollars and production rate for 
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a future period for which standards are set. In many companies, the 
rate of production is the more uncertain item of the two to predict. 
Consequently, as we proceed through the accounting period, we have 
over or under absorbed burden which may run into substantial amounts. 
This produces another factor affecting cost data for sales price purposes. 
If we furnish the sales department with standard costs, or with stand- 
ards adjusted for changes in raw material costs and current labor rates, 
we still have nothing better than our standard burden rate to use for the 
total unit cost figure. At least I have never found anyone with a satis- 
factory means of allocating over and under absorbed burden to indi- 
vidual products. It has been tried, I know, but it is usually done on the 
basis of some arbitrary formula of doubtful accuracy, because nothing 
better is available. 


Now let’s look for a moment at the monthly income statement. 
One of the problems we have here arises because the income statement 
is geared to sales while the under or over absorbed burden, or should 
we say burden variances, are developed from production. In many 
companies it is unusual for sales and production in any period to be at 
the same rate. Consequently, it is possible for the record to show high 
sales volume with low profits, or low sales volume with high profits. 
The reason would be that if, in the period of high sales there was a low 
production rate, there would be a big under-absorbed burden charge to 
increase our cost of sales. If the reverse were true, and sales were low 
but production high, the burden would be over-absorbed and would show 
up as a credit or a reduction in the cost of sales. So, you tell the boss 
that last month you sold $60,000 and grossed $44,000, while this month 
you sold $120,000 and only grossed $30,000. The boss says you are crazy 
and that there must be something wrong with your bookkeeping. Your 
reply is probably that the bookkeeping is all right—what is wrong is 
the way production is scheduled in relation to sales. 

Right here we may be really in trouble with our production 
friends. Actually, it may be highly desirable to have high production in 
relation to low sales and low production in relation to high sales. This 
is one way of stabilizing employment and keeping production at a level 
rate, with inventory taking up the variation caused by the ups and 
downs of sales. 

So the boss repeats that there is something wrong with the book- 
keeping. Well, maybe he is right. 

Do you recall that at the beginning of this argument I suggested 
that perhaps we should forget the distinction between factory and office 
and think in terms of the nature of the expenditure. Let’s look at that 
for a minute. 
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We really have three kinds of expenses. First is variable—those 
expenses that rise and fall with the volume of production. These include 
material, direct labor, and some burden items, such as power consump- 
tion. Second are fixed expenses—those that remain with us at a certain 
amount, whether production is high or low. In assessing real estate 
taxes, for example, the city doesn’t look at your production rate, but 
decides its assessment on what it considers the value of the property to 
be. The third class of expenses are hybrid—they are rarely fixed and 
they certainly do not vary with the rate of production, but they may 
vary because of other factors. Some of our maintenance expenses fall 
in this category. A certain minimum of expense is necessary at all times, 
and higher production may require additional expense; but doubling 
the production will not double the expense. Indeed, it may be that main- 
tenance expenses will be highest with no production, because, when the 
equipment is down it may be the most convenient time to perform 
major overhauls, or, conversely, when making major overhauls the pro- 
duction may necessarily be stopped. So we have three kinds of expenses, 
but because of the irregular nature of the third class, we have to reduce 
our categories to two—those that vary with production and those that 
do not vary with production. 


Now this leads us to a new definition of costs and expenses. Costs 
are those items that vary with production—they are direct costs—they 
can be measured on a unit basis with a substantial degree of accuracy- 
they avoid all argument as to the logic or propriety of any method of 
allocation. Expenses are all other expenditures, whether incurred in 
the factory, the office, the laboratory or in a sales district. Over-all, they 
are relatively fixed. They are paid whether production is high or low. 
They are those expenses which put us in a position to produce. They 
provide the buildings, the equipment and the working capital. They 
pay for developing the product. They provide the supervision. They 
produce the sales which enable us to distribute the fruits of our pro- 
duction and the money which keeps the whole business machine func- 
tioning. 


This conception of accounting is generally termed direct cost 
accounting. The pioneer in this new idea was Jonathan Harris, Con- 
troller of Dewey & Almy Chemical Co. in Cambridge, Mass. 


Mr. Harris is in the chemical business, so it is the nature of this 
particular business that presented the need for a new approach to cost 
thinking. 


What is the effect of direct cost accounting? First, let us look at 
unit costs. Under this plan, the unit cost of manufacturing a product 
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is the same, whether you make a thousand or ten thousand. The need is 
eliminated of forecasting the future operating rate because that rate 
does not affect the cost. The entire problem of method of allocating 
indirect costs to products, with all of its possible misunderstandings 
and disagreements, is no longer with us. Many detailed calculations 
for each product become unnecessary, and this should contribute to a 
reduction in the cost of cost accounting. 


Now let us look again at the income statement. Over the long cycle, 
there should be no significant difference in profits reported under the 
direct cost system as compared with the older conventional system. 
For the short period, such as a month, there may be substantial dif 
ferences—usually lower profits in months of low sales and higher profits 
in months of high sales. The reason for this is obvious. Under the old 
system in a period of low sales, a relatively small amount of fixed bur- 
den is released from inventory and charged to cost of sales. In a period 
of high sales, a proportionately high amount of fixed burden is included 
in cost of sales. Under direct cost accounting, the same amount goes into 
cost of sales in both periods. 


The situation can be greatly aggravated by variations in the ratio 
of production to sales. As mentioned earlier, in a month of high sales 
we could have low production. Under our old scheme, the low produc- 
tion results in a small amount of fixed burden going into inventory 
and a large amount going into cost of sales as under-absorbed burden. 
In a month of low sales with high production, the exact reverse would be 
true. 


So it is possible, under our old system, to find ourselves in a month 
of good sales but low profits; or conversely in a month of poor sales 
with high profits. Direct cost accounting tends to correct this apparent 
paradox. At least one variable is eliminated and that is the one caused 
by varying ratios of production to sales. 


Direct cost accounting, however, is not without its problems. Two 
of them that require particular attention are the valuation of inventory 
and establishing of sales prices. 


The problem of valuation of inventory confronts us immediately 
when we change from the old to the new system. Obviously, because 
we eliminate fixed burden from cost, our new inventory value will be 
lower than the old. If we write this difference off. we reduce our inven 
tory, our total current assets, our current ratio and our surplus. Per 
haps that’s bad; but if we adopt the philosophy that fixed burden should 
never have been in there anyway, and that we are correcting a long 
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standing ailment by a quick surgical operation, we can, with courage 
and conviction, make the switch. 


On the other hand, we can evade this issue, and perhaps save a 
lot of explaining to stockholders, by setting up in inventory a fixed 
amount, representing the amount of fixed burden in inventory at the 
time of the change. Let this amount remain in our monthly and quar- 
terly statements, and, at the end of the year, for annual report purposes, 
make a calculation by some reasonable formula of the amount which 
should remain in inventory at that time, and make the necessary adjust- 
ments for final closing. The formula would give consideration to at 
least two significant factors which are; change in total inventory vol- 
ume, and change in the amount actually spent for fixed burden. Even 
though the answer may not be an exact one, I'll venture to say that the 
final differences in reported profits under the old and the new system 
would be so small as to be entirely insignificant. 


The problem of sales pricing will involve careful study and per- 
haps even some change in price philosophy, but this is by no means an 
insurmountable obstacle. We know that price is the result of many 
complex factors. We hear that competition sets prices. Even if we have 
an exclusive article that we alone supply, consideration must be given 
to possible substitute articles and to the amount that a customer is wil- 
ling to pay to get it. Even with a monopoly, it is possible to price our- 
selves out of the market. Cost is only one factor to be considered, along 
with many others in setting a price. At this point, you will probably 
recall what I said at the beginning of my argument: that the one with 
the lowest recorded cost may tend to set the price; and you ask if it isn’t 
true that the one with direct costs only is bound to have the lowest cost. 
My answer to that is that price must cover not only cost, but expenses 
and profit as well. The company on the conventional basis has higher 
costs but lower expenses. The one with direct costs has lower costs but 
higher expenses. So, our price is going to be established with due con- 
sideration to cost, to expenses, to competition, to substitute products, 
to volume desired, and perhaps other factors; and the company that can 
best appraise the overall combination is going to hit the price that will 
produce the best volume at the best profit. 


One other matter should be mentioned in this direct cost picture, 
and that is the problem of cost control. Under our old method of shunt- 
ing fixed burden in and out of inventory, it tends to be buried in final 
income figures, and much of its significance may be lost. In direct cost 
accounting, fixed burden shows up right on the top income statement 
as an independent figure in total amount spent for the period. Any 
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increase in it is immediately apparent to top management, and becomes 
a matter for executive attention. 


This is a new development in accounting. Its acceptance is pro- 
gressing slowly. So far as I know, only a few companies have adopted 
it. However, it is the subject of an increasing number of written articles. 
It is the subject of a significant new book published in London in 1947.’ 
The Treasury Department in Washington in 1947 made an informal 
ruling that costs incurred irrespective of plant activity do not have to 
be included in inventory. Two Court decisions in tax cases have pro 
vided an unexpectedly strong foundation for this ruling.’ 


Direct cost accounting is not the universal answer to all our cost 
problems. There are undoubtedly many situations where it is not applic- 
able. But conversely, there are many cases where it may prove useful. 
If your production and sales volume vary widely, if you have many 
products with a wide range of volumes, if your production rate is diffi- 
cult to forecast, if you make many products on the same equipment or 
in the same department, if you have any combination of these problems, 
direct cost accounting may be your answer. 


Personally, I am sold on it. 


"MARGINAL COSTING, by F .C. Lawrence and E. N. Humphreys of Paten Law 
rence & Co., Manchester, England. 

*Montreal Mining Co., 2 T.C. 688, aff'd on stipulation (CCA-6) 10/17/44; Keller 
Dorian Corp., T.C. Memo Dkt. No. 3769, 6/1/46, aff'd 153 (2d) 1006. 


SUCCESS 


Let no feeling of discouragement prey upon you, and in the end 
you are sure to succeed. 
—A. LINCOLN. 








THE NEED FOR INTERNAL AUDITING 
AS A PART OF COMPTROLLERSHIP* 


By W. J. McNEIL 
ASSISTANT SECRETARY OF DEFENSE (COMPTROLLER) 





M, McNeu., who served as a Rear Admiral, Supply Corps, U. 8. Naval 
Reserve, during World War Il, was born in Boone, lowa. He was nom 
inated by President Truman as Assistant Secretary of Defense August 27. 
confirmed by the Senate September 9, and sworn into office September 
12, 1949. At the same time he received his oath of office as Assistant 
Secretary of Defense, he also was designated Comptroller of the Depart- 
ment of Defense by Secretary Louis Johnson, and is continuing in the 
same capacity under Secretary Marshall. 


Prior to joining the Office of the Secretary of Defense, Mr. McNeil 
had served as Administrative Assistant to the Secretary of the Navy, a 
position created in February, 1947, to provide for administrative continu 
ity on a high level in the Navy Department. He was responsible for the 
general accounts relating to the fiscal affairs of the Naval Establishment, 
including the expenditure and budgeting of funds, administrative pro- 
cedures, and the utilization of personnel in the Executive Office of the 
Secretary. In addition, he had immediate supervision over the Office of 
Fiscal Director, Office of Budget and Reports, Office of Management 
Engineer, and the Administrative office. 











T IS encouraging to see the willingness and spirit with which an 

increasing number of people are attacking the job of establishing 
better management practices in the Department of Defense. Many times 
in the past we have heard that the military establishment is different, 
but today we find that many military people and civilians who are 
associated with the military are increasingly enthusiastic in the firm 
belief that the best business practices can be adapted to the operation 
of the military establishment—all for the purpose of providing a more 
effective and effcient Defense Establishment with the same amount 
of substance from the taxpayers. 


The work that internal auditors are engaged in is an important 
part of the Comptroller function. I think it should be encouraging to 
those of us who believe in the Comptroller concept to know that the 
military establishment is actually the leader in government in this field. 
In the last three or four years there has been a great change in the 
thinking of governmental agencies on comptroller type functions as rec- 


*Address given at the Regional Auditors Conference, Army Audit Agency, May, 1950. 
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ognized by leading business organizations. I think that business in gen- 
eral has a great distance to go yet in applying comptroller principles 
to their operations. The most successful ones seem to be those who apply 
the advanced concept in their organizations. 


Representatives of the Hoover Commission did a lot of work in 
this area. They felt that the lack of emphasis on comptroller functions 
was one of the biggest weaknesses in government. The study they made 
on this subject was prompted by the military departments, who assisted 
them in their studies and findings. Of all agencies of government the 
military was the only one who has gone to the Congress on their own 
initiative and asked that the comptroller concept be established as part 
of their statutory functions. 


Title IV of the Unification Act recognizes the permanent import- 
ance of comptrollership in the Department of Defense. 


The Comptrollers of the Department of Defense and the three mili- 
tary departments have been given widespread, heavy responsibilities in 
management fields of the respective departments, especially with respect 
to fiscal matters. Functions for which the Comptrollers are responsible 
include: preparation of budget estimates; budgetary control; fiscal, cost, 
and property accounting; disbursing and receiving cash; financial, statis- 
tical, and progress reporting, including analysis and interpretation of 
reports; management engineering services; and internal auditing. 


I know there have been many questions regarding the nature and 
scope of internal auditing; its place in the entire organization, relation 
of internal auditing to the General Accounting Office audit responsibili- 
ties, and relation of auditing to the responsibilities of the Inspector 
General of the military department. I shall take this opportunity to 
make a few statements of general policy on these subjects. 


It is not expected that a departmental Comptroller will have an 
organization under his immediate command or management control 
which will perform all of these functions throughout the department. 
Rather, it is expected that the departmental Comptroller will delegate 
authority for most of the actual operations in connection with perform- 
ing these functions to general staff divisions, technical bureaus, other 
administrative offices, or military commands, each of which would have 
a Comptroller or fiscal officer responsible administratively to the com- 
mander of his service, but reserving solely unto himself the functions 
of prescribing policies and procedures and auditing of operations. In 
order to discharge his responsibility, the departmental Comptroller 
would exercise functional control (broad technical control) over all of 
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the operations for which he delegates responsibility. As used, functional 
control means the power and duty to prescribe policies and procedures, 
to require compliance therewith, and to review operations within the 
area of responsibility. Under this type of contro] it is appropriate for 
the departmental Comptroller to establish direct lines of communica- 
tion throughout the department for informational purposes, although 
all directives or operating instructions should be issued only through 
established organizational channels. To this extent the Comptroller does 
not exercise direct control; he only assists the duly constituted authori- 
ties at every level in exercising control by providing them with informa- 
tion upon which intelligent operating decisions may be based. 


In the exercise of functional control, the internal audit agency of 
the department would be a major instrument in the determination (1) 
that reliable budgets, reports, and other financial and statistical data 
are being submitted to every echelon requiring their use, and (2) that 
prescribed policies and procedures in the entire field of comptrollership 
are being complied with. 


In order that the departmental internal audit agency may be ade- 
quately independent, the head of the agency should report directly to 
the Comptroller, because he must be free to criticize their work. Above 
all, it is essential that no portion of the audit agency’s responsibilities be 
delegated to any command, either overseas or in the zone of the interior, 
because the integrity of audit requires freedom to make independent 
criticism in reporting to top management. 


However, the audit agencies should service the Comptrollers at 
all echelons, including the Comptroller of the Department of Defense 
and the military departmental Comptroller. Audit findings should be 
reported through channels to all who have an interest therein, including 
officers in command or in other staff positions. In this manner we can 
avoid the use of duplicate internal audit organizations in separate 
echelons. 


We subscribe to the modern view of the purpose of internal auditing. 
Internal auditing is only one of several types of internal controls 
maintained to serve management. Other types of internal controls 
include budgetary control, cost accounting and general accounting, and 
the system of internal checks and balances built into the organization 
and surrounding procedures dealing with business transactions and 
custody of Government funds or property. Internal auditing differs from 
all the other types of controls in that it functions largely as a control 
for measuring and evaluating the actual effectiveness in practice of other 
controls. 
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The system of internal checks and balances should be developed 
to the point where it will assure adequate and balanced consideration 
of all financial and business plans and decisions, the fidelity of all 
custodians of property and funds, and the integrity of all financial and 
business transactions within the department. As far as possible the 
system of internal check should be designed (1) to improve manage- 
ment decisions, and (2) to prevent fraud and irregularities without reli- 
ance necessarily on internal auditing. Only in case of small activities 
or unusual situations where it is impractical or uneconomical to establish 
an effective system of internal control should internal auditing be used 
with the old fashioned objective of detecting fraud and irregularities 
after they have occurred, by means of more complete or thorough exam- 
inations of transactions. 


Necessarily, good auditing, for the measurement and evaluation 
of the effectiveness in practice of other controls requires first-hand 
inspection and review of operations at the source. Such auditing can- 
not be performed by examination of documents at a central location. 
While documents in support of transactions must be test-checked to 
meet this audit objective, it is also necessary to discuss with various 
responsible individuals the actual procedures and duties performed by 
them, and to observe the current physical performance of financial and 
property transactions in the light of law, regulations, and generally 
accepted good business practice. 


While the internal audit organization would not be called upon to 
devise or install changes in accounting systems, it would be expected 
that the auditors would be qualified to, and in practice, make valuable 
observations and suggestions or recommendations concerning improve 
ments in accounting systems, as well as failures in practice to conform 
to prescribed systems. 


While it is expected that systems of internal check should be ade- 
quate to make fraud and irregularities practically impossible, we recog- 
nize that there will be occasional failure in the application of any 
system, due to the human element, which will result in an occasional 
case of fraud. Where such cases are discovered, or there is suspicion 
of their existence, either in connection with regular audits or otherwise, 
the internal audit agency would be expected to perform such investiga- 
tions as necessary to establish existence of the fraud and the extent. 


The field for internal auditing will not be confined to operations 
under appropriated funds. It will include all business and financial 
operations for which the department as a whole, or in any part, is 
responsible. Most non-appropriated funds, therefore, would be subject 








50 The Internal Auditor 


to audit, as well as all civil functions, such as those of the Corps of 
Engineers. Furthermore, if auditing is to serve completely the needs 
of comptrollership in the independent review and appraisal of comp- 
troller operations, it will necessarily be required to contribute to indus- 
trial or cost accounting, property accounting, statistics and reports, and 
budget preparation and budgetary control. 


Some of the more enthusiastic, modern writers on the subject of 
internal auditing have indicated as one objective the review and apprais- 
al of all management and administration. While this enthusiasm is to 
be commended, we believe that any down-to-earth view of the field must 
recognize limitations in the ability and capacity of auditors to review 
intelligently all management and operating methods and procedures. 
Hence, to be practical, internal auditing should not strive for the stars. 
And certainly, in the military departments the audit agencies should 
not attempt to invade the functions of the Inspector General, who is 
responsible for inspection of all military operations. It is important that 
the auditor and the Inspector General, or others who do similar work, 
come to a complete understanding of one another’s responsibilities in 
order to avoid duplication of effort. 


There is confusion in the minds of some regarding the relation of 
internal auditing to the auditing performed by the General Accounting 


Office. 


The General Accounting Office may be considered to be an inde- 
pendent, outside auditor from the standpoint of the Department of 
Defense, in the same relative position to the department as a firm of 
public accountants employed by the board of directors of an industrial 
corporation to make an independent audit of the affairs of the corpora- 
tion. Every large industrial corporation has an independent audit as 
well as a program of internal auditing consistent with the modern 
conception. 


The General Accounting Office itself strongly advocates the estab- 
lishment of internal auditing in each department and agency of the 
Federal Government. We must recognize, as does the General Account 
ing Office, that the primary responsibility for the protection of the 
Government in all business and financial transactions and in the custody 
of Government funds and property rests in the several departments and 
agencies of the Government. That responsibility cannot be discharged 
by reliance upon an independent post-audit. The independent post- 
audit must have the primary objective of ascertaining the effective dis- 
charge of basic departmental responsibilities and the reporting of defic- 
iencies, as well as in providing the basis for an opinion to the Congress 
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of the fairness and reasonableness of financial and statistical informa- 
tion presented to the Congress by the departments and agencies, Upon 
this basis it is inappropriate for any one of the military departments 
to be influenced in any degree in the establishment of accounting 
systems and other types of internal control, including internal auditing, 
by the scope of independent auditing performed by the General 
Accounting Office. Rather, it is appropriate for the General Accounting 
Office to consider the internal controls existing within the individual 
military departments in establishing the scope of its auditing, including 
the extent of its test-checks of financial transactions. 


The one phase of auditing now well developed throughout the 
Department of Defense is the auditing of contractors’ costs under cost- 
reimbursement-type contracts. Yet this auditing has been inadequate 
from the standpoint of protection of the Department of Defense, because 
(1) it has not extended to post-auditing of the deals actually negotiated 
by contracting officers and contractors under negotiated fixed-price con- 
tracts where costs have been a factor in negotiating prices; and (2) in 
the Army and Air Force there has been inadequate recognition of the 
finality of cost determinations by cost auditors, through improperly 
permitting the substitution of the judgment of contracting officers for 
the judgment of the cost auditors on purely cost accounting matters. 

From this brief outline of the proposed development of the internal 
audit program, we can see the importance Management is placing on 
this vital phase of military operations, and it is encouraging to see the 
interest and initiative being evidenced by the Army in the field. 


QUOTABLE QUOTE 
This is a time to take stock and tighten belts. We need, as never 
before, a well-organized, smoothly-operating muscular government. 
Every dollar we waste is a gift to the enemies of freedom. 
Rosert L. JoHnson, national chairman, 


Citizens Committee for the Hoover Report. 
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EFORE beginning any discussion of punched card methods several 
points must first be clarified in order that a general agreement shall 
be reached. 


1. There is no such thing as machine accounting. With all of the 
chatter and clatter of machines the smallest item of accounting 
principles or policies has not been changed. Methods? Yes. The 
accounting methods have been changed, the procedures have 
been altered, but basically the structure of accounting is as 
firm as when using pen and ink transcription methods. 


2. When speaking of punched card equipment there is no inten- 
tion to recommend any type of machine. There are two com- 
panies that I know of that manufacture punched card machines 
—the Remington Rand Company and the International Busi- 
ness Machines Company. Although the technical aspects of the 
machines may vary, the operating methods differ very little. 
and in all probability the same type of accounting data may be 
recorded on either type of machine. In this discussion there will 
be no description of the equipment nor any explanations of 
operating techniques, for it would not be possible to reach a 
common starting point of machine knowledge. 


*Presented at a meeting of the Houston Chapter. 
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3. There will be no justification for machine use made here. 
Automatic machines can perform a large amount of detail work 
that would be impractical under manual methods and in spite 
of arguments, the machines are fast, capable, and efficient aids 
—but only aids. 


4. There will not even be any discussion as to the practicability 
of machines. It is often stated that unless the cards keypunched 
for an application can be used three times the installation is 
not practical. There may be some truth to the statement, but it 
would be far better to base the selection of machine equipment 
on a realistic method survey and analysis. 


There is no set rule to determine exactly what clerical applications 
are practical for machine utilization, nor is there a line of demarcation 
by which a volume of 439 accounts is not applicable to machines, but 
an installation of 440 accounts is practical. About the only means of 
determining the practicability of machines is by comparison with exist- 
ing procedures, and unless careful analysis is made the results of an 
expensive installation may indicate only that the previous clerical 
methods were adequate. 


The most important factor in machine utilization is not the 
machines, but the human element necessary in the system. The ma- 
chines are not responsible for procedures, work flow, document control, 
and all the myriad items which make up an accounting system. Rarely, 
if ever, can the machines be blamed for the failure of an application. 
In most cases, the systems, the procedures, the methods developed by 
the human element are to blame. 


Quite often text books and industrial engineers mention the three 
M’s of factory production; namely, men, machines, and materials. 
Lately there have been discussions on the 4 M’s of management: men, 
machines. materials, and money. There is a fifth M which is seldom 
mentioned but which is as important as any of the other items—that 
is, methods. Whether you call them methods or procedures, the develop- 
ment of the “how to do it” is a large factor in office efficiency. That is 
why this discussion will center largely on the development of machine 
methods. 


NECESSARY STEPS IN DEVELOPING MACHINE METHODS 


Most office managers feel that the decision to use punched card 
equipment solves all their problems; however, they fail to consider 
the fact that experience and judgment are the most important elements 
in machine use. In developing procedures for the use of any machine, 
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the analysts must be guided by the capacities of the equipment and must 
fit the machine advantages into the new procedures. Inexperienced 
analysts often err in trying to follow the identical lines of the original 


procedures, thereby gaining only the disadvantages of the previous 
procedures with none of the advantages of the new machine equipment. 
Many people have the idea that procedures are fixed and constant under 
machine systems. This is far from being true since probably no more 
flexible accounting machine is available than the punched card type 
machine. Methods are so varied that many ways of performing the same 
operation can be developed, and the limit in most cases depends on the 
ability of the machine operator rather than on the mechanical opera- 
tions of the equipment. 


As the development of procedures is such an important element in 
machine use, some consideration should be given to the organization of 
the necessary steps in the process of installing a new machine unit. It 
is believed that the approach to procedure development can be taken in 
following six steps: 


I—EvALUATE THE PRESENT METHOD: 


In reviewing procedures to determine the need for mechanical aids 
in clerical duties one of the primary points to be considered is the rate 
of efficiency reached under the existing methods. It is very easy to 
plan a theoretical mechanical installation operating at peak efficiency 
which will show savings over an inefficient manual procedure. The first 
problem should be to raise the efficiency of the current operations and 
to operate with the greatest number of short-cuts and work simplifica- 
tion ideas. A review of this type may indicate a need to overhaul manual 
procedures, or it may indicate that the employees are so inefficient 
and inept that a machine installation will require new personnel to 
make the procedures work. 


The principles of any good methods study fall into three categories 
which, for lack of a better title, shall be labelled the 3 A’s—(accumulate, 
arrange, analyze): 


Accumulate the data: this is the fact-finding period where the 
methods are raked and harrowed to glean every bit of informa- 
tion that may be useful in later stages of the study. 

Arrange the data: the facts as developed under the first step are 
without order or sequence, so the problem in the second step be- 
comes one of arranging data into charts, graphs, and reports for 
efficient comparison. 
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Analyze the data: the third step depends wholly on personal judg- 

ment whereby the data that has been gathered is analyzed and a 

conclusion reached. It is at this point that the analyst is bound 

only by the capabilities of his imagination, vision, and experience. 

Some of the following questions must be answered when evaluating 
present procedures: 

(a) What is the volume of detail work? 

(b) What repetitive functions occur in the processing steps? 

(c) What are the cost factors? 

(d) What are the personnel requirements? 

(e) How do time schedules affect final reporting? 

(f) Are special control reports needed that are not currently avail- 

able? 
(g) Are original documents satisfactory for keypunch operations? 
(h) What coding methods will be required? 


(i) What are the office space factors? 


If conclusions are reached that the current procedures are inade- 
quate or that the facts point toward machine characteristics because of 
volume, repetition, or complexity of methods, then the analyst naturally 
expects to design machine procedures as a logical step for comparing 
methods. 


II—DesicNinc MacHINE ProcepuURES 


It is during the step of designing procedures that knowledge be- 
comes a very dominant factor. It is evident that very little can be 
accomplished except by an analyst who can utilize full advantage of 
the varied machine techniques and who also has a sound knowledge 
of the accounting system. The analyst must be an expert on current 
procedures by knowing what is wanted and when it is wanted; he must 
be a seer to anticipate what will be needed in the future; and he must 
be a technician to be able to supply, by machine method, all the data 
needed. 


The designing of machine procedures can be divided generally into 
three component parts: 

(a) Designing the card form. 

(b) Designing the report forms. 


(c) Developing the machine use. 
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Each of these parts complements the others, and all are equally 
important. It will be necessary to refer to the fact-gathering period to 
obtain the information necessary to design the cards, forms, and the 
procedures. But it is during the designing stage that the analyst can 
allow his imagination to run wild in the hope that some entirely new 
approach can be taken to the problem which will simplify the procedures 
or will provide more complete information. 


Generally, the component parts of designing machine procedures 
can be further detailed, as follows: 


A. Designing the cards: 


(a) Review original documents and final reports. 

(b) Determine what items and data should be recorded. 

(c) Determine the largest number of digits required for each 
item in (b). 

(d) Arrange card fields to fit the recording methods. 

B. Design the forms to report machine results: 

(a) Review the clerical needs for data in primary, processing, 
and final stages. 

(b) Determine audit requirements. 

(c) Design forms to record processing steps. 


(d) Design forms for final reports and statistical documents. 


C. Develop the machine procedures: 
(a) Determine volumes of cards, forms, etc. 
(b) Determine transcription methods and verification. 
(c) Chart machine use and work flow. 
(d) Prepare detail processing steps for individual machine use. 
(e) Prepare machine load charts and time schedules. 
(f) Note exceptions to be handled from regular routine. 
(g) Arrange type and manner of controls. 


I1I—Forecast THE REsSULTs oF MACHINE UsE 


The idea in this step is to estimate the results to be expected by 
using machine methods and to compare the expected machine results 
with the results achieved under the present methods. If the previous 
two steps have been scrupulously held to facts and to proper estimates 
of machine use, the third step—that of prognostication—will be much 
simpler. The problem in forecasting is to refrain from using facts which 
are doubtful. 
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However, the principles of good forecasting are to determine the 
genuine facts and to compare those facts from an unbiased standpoint. 
It will first be necessary to determine facts regarding such things as 
costs, space, number of trained employees, time schedules, storage, etc., 
both as to the old methods and for the proposed procedures. It will then 
be possible to make comparisons between the two procedures by which 
a conclusion can be drawn as to the advisability of machine use. 


IV—Triat Runs 


The forecast which has been made may indicate that considerable 
advantages can be obtained from a machine installation. The next step 
in developing the procedures is to prepare sample trial runs to prove the 
adequacy of machine use and to verify the accuracy of the estimates 
made on volume and performance. The problem in this step is to select 
an adequate number of examples which will provide a good test but 
not so large a group as to defeat the purpose of the test by complicating 
it with too much detail. 


Trial runs are mainly tests whereby card forms, report forms, 
technical machine procedures and exceptions to the general rule can 
be tested and proved. Speed has no place in trial runs since too much 
experimentation, planning, and designing complicate the runs. As with 
other methods, speed in machine procedures comes with training and 
experience. 


V— INSTALLATION OF MACHINE PROCEDURES 


After careful analysis of the present procedures, the decision is 
made to install the machine equipment. At that point the work is really 
beginning to increase, especially as the time draws near when the initial 
procedures will be started. 


Four parts of the installation step are very important: 
(a) Training. 
(b) Actual installation. 


(c) Coordination of inter-department use. 


(d) Analyzation of the results. 


It is important that a definite pre-installation training program 
should be devised. Training employees to understand the proposed pro- 
cedures will ease the shock of methods changes and will provide the 
necessary foundation on which new routines can be developed. The 
training program should cover clerical as well as machine personnel, 
and the program should be comprehensive and in minute detail. 
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In speaking of actual installation it is meant to cover all points 
between the ordering of cards, forms, and machines through to the time 
of actually processing the first report. Careful analysis of card forms and 
reports must be made to provide a sufficient initial stock. However, it is 
advantageous to provide for a reorder shortly after commencing opera- 
tions so that new procedural developments during the first few months 
can be corrected by the new forms. 


Office layout charts must be prepared, storage anticipated for cur- 
rent needs and for cumulative files, power needs anticipated and proper 
outlets supplied, and other physical elements of the office space fore- 
seen; and plans should be made to supply the necessary requirements. 


As the first runs are made on the machines, careful policing of 
the procedures must be made to determine (1) that clerical employees 
are providing correct original documents and that the documents are 
coded properly, (2) that machine procedures are being followed and 
that proper test checks are being made, and (3) that the final results are 
being realized exactly as planned, and that the controls, as established, 
are functioning. Again it should be explained that speed comes with 
training and experience. The first runs will not be as fast or as perfect 
as later runs. 

Inter-department verification of the first runs should be made to 
determine whether the results are in keeping with the expected coordin- 
ation of data flowing from one department to another. In the final re- 
sults, analysis should be made to determine the use of machines in sub- 
sequent operations performed by other divisions or departments using 
the same data. 


VI—FoLLow-up 

As a last step in the installation of machine methods, a review 
should be made after the procedures have been in effect for several 
months, At that time a conclusion should be drawn as to the results 
obtained, the efficiency of operations, and the expected points of future 
savings by further machine developments. 


The development of machine procedures and the installation of 
equipment into an accounting system are hard work. One of the hardest 
things to combat is the thought that the machines are on trial. However, 
the point should be reversed, for the machines are never on trial—it is 
the people who plan the installation, the people who operate the 
machines, and the people who perform the clerical duties who are on 
trial. In most cases, if a correct analysis has been made, if adequate pro- 
cedures are developed, and if efficient machine operations are per- 
formed, the machines will be a welcome adjunct to any clerical force. 
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AUDITING PRINCIPLES IN CONNECTION 
WITH MACHINE USE 


As long as the machines are to be used by accountants, surely the 
auditors who are to verify the records should be completely familiar 
with punched card methods. Auditors will be one of the first groups 
to realize that the accounting department cannot make profits, but that 
by inefficient use of accounting machines the profits made in the oper- 
ating departments can be lost. Auditors should be interested in account- 
ing machines in order to make certain that their company, after care- 
ful analysis and trial, has selected the right machine for the job. And 
after the machine has been selected, the auditors should police the 
systems to determine that the correct routines, methods, and procedures 
are developed to make the most efficient use of the equipment. 


Perhaps one of the most frequent expressions of dislike for punched 
cards has come from auditors who, without any training in machine 
applications, ran into a situation similar to this: When called to make 
an audit of a section with a new machine installation, the auditors 
were shown a set of general ledger totals posted from machine tabula 
tions with no detail lists or reference data. There was no audit trail 
of detail transactions nor any means of preparing test checks. Because 
it was impossible to make a definite audit, it is no wonder that the 
auditors immediately proclaimed that punched card methods were not 
the best mechanical medium. No more erroneous statement was ever 
made, for there is nothing in punched card operations that will decrease 
the possibility of a satisfactory audit if the necessary requirements are 
taken into consideration when the machine methods are originated. In 
fact, auditors who are expert in machine methods and who are quite 
familiar with the internal control of their clients are now devising audit 
methods and test checks by using machine techniques which can be 
made with an economy not possible under other transcription methods. 
An example of this practice may be the possibility of eliminating trial 
balances on such special accounts as bond purchases, thrift plans, ac- 
counts receivable, pension plans, etc., whereby auditors actually per- 
form some machine operations during a close-out period, verify other 
machine operations and maintain control checks. If trial balances can 
be eliminated or machine totals accepted, it will be possible for auditors 
to spend more time in verifying account distribution. 


By proper coding of feature accounts and the utilization of mechan- 
ical equipment it is possible to prepare comprehensive analyses of costs 
that would not be feasible or practical under manual methods. 
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WHAT TO EXPECT FROM A MACHINE INSTALLATION 





Of course we cannot list all the things that can be expected from 
a machine installation because each separate unit will probably have 
problems that are not pertinent to the work of other units. But in general 
terms, and discussing oaly those items that can be thought of at a glance, 
some of the following points should materialize from a machine installa- 
ton: 


Type of Personnel—The type of personnel in the machine installa- 
tion should have the qualities of patience, imagination, affability, 
creative desire, and ambition. The employees should be of a higher 
mental type than the average office worker, because, to be a good 
machine operator, an employee should have technical skill in the 
use of the equipment and should also learn the accounting and 
clerical operations. 


Accuracy—The primary thought in preparing all reports and state- 
ments should be accuracy; and controls should be established or 
clerical review performed in the degree necessary to insure accurate 
work. Insurance of accuracy would mean that reports were veri- 
fied not only when completed, but that the operators would be 
expected to detect errors during the machine operation, rather than 
after the report is completed. Too often operators do not make use 
of test decks and control cards to check the mechanical accuracy of 
the equipment. I should like to stress the point that mechanical 
errors often can be charged to poor operators rather than to the 
machines. 


Speed—The operators should be able to perform intricate patterns 
of machine operations with speed and dispatch. The means by 
which speed is effected are by training and by use of written pro- 
cedures in a methods manual easily understood and easily used. 
In other words, the operators know the why and the wherefor of 
the job and have the directions outlined to move them from ma- 
chine to machine with the least possible effort. 


Consistency of Report Form—Each month the machine unit should 
prepare report forms in a standard manner and, except in extreme 
cases, prepare such reports on forms printed with columnar head- 
ings. This method of preparing reports is especially advantageous 
where procedures require a panel to be changed or modifications 
made to the machine setup. Quite often in such machine changes 
the operator places data in a sequence that may be altered slightly 
from the previous statement. The inconsistency of report prepara- 
tion is very confusing to any one using the reports, especially 
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employees unfamiliar with machine operations. Reports should be 
changed only with the knowledge of all employees using the report. 


Employee Training Program—The flexibility of punched card ma- 
chines and the intricate patterns of machine operations that are 
sometimes necessary in accounting procedures can be performed 
efficiently only by employees who are highly trained and who 
understand the procedures. For this reason, a training program 
should be in continuous operation whereby employees are given 
instructions in the technical operations of the machines as well as 
training in procedures. Each of the employees should know the 
fundamental principles in systems design and analysis work and 
be sufficiently familiar with the technical operation of the machines 
to be able to apply machine methods to systems work. 


Research—The supervisor of the tabulating unit should be striving 
continuously to improve the methods of machine operations. A 
certain portion of his time should be given to the study of new 
machines to determine the utilization that could be made of any 
new type of equipment. A large portion of the supervisor’s time 
should be consumed in reviewing current accounting procedures 
and machine methods to determine whether new operating tech- 
niques could be developed that would increase the efficiency of 
the operation or would increase the speed at which reports could 
be prepared. 


Professional Use of the Machines—Professional use of the ma- 
chines implies that good managerial control is to be adapted to the 
operations of the machine unit in the same manner that good man- 
agement controls are required in other clerical offices or in the 
factory production units. A machine unit comes closer to simulat- 
ing a factory than does any of the clerical sections of the accounting 
office; and ideas of industrial engineering are readily applied. Four 
of the points for better management control can be stated here: 


(a) Work Schedule—A work schedule should be prepared, and 
operations geared to the schedule to meet report deadlines and 
closing dates. The schedule must include the dates by which 
material is to be received in the machine unit from the cler- 
ical sections, processing dates, and completion dates. The 
schedule should be so designed that lagging processes can be 
detected and supervisors notified of the lag in sufficient time 
to remedy the delay or to plan new schedules. 


(b) Machine Load Charts—Machine load charts should be pre- 
pared in conjunction with the work schedule to determine 
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whether certain machines will need to operate an impossible 
number of hours each day or, better still, the machine load 
charts should indicate periods of machine inactivity whereby 
schedules could be rearranged to eliminate peak periods. 

(c) Efficient Machine Utilization—Time records should be main- 
tained both on machines and operators, with a careful analy- 
sis made of past performance in order to determine the degree 
of efficiency effected by each operator or to review the pro- 
cessing time so that inefficient procedures can be located, 
studied, and new methods developed to attain greater machine 
efficiency. 

(d) Quality Control—The supervisor should establish statistical 
control over the quality of work turned out by the employees 
to determine the amount of verification necessary. If it is pos- 
sible to eliminate 80 percent of the verification work and still 
maintain a degree of accuracy which is satisfactory, the in- 
stallation costs could be decreased considerably. 

Idle Time—Idle time for the machines occurs during certain per- 

iods of the month. Of course, this should be held to the minimum; 

but, generally speaking, unless there is some idle time in an ac- 
counting system, you can expect pyramiding of reports. Just be- 
cause data are punched in the cards is sufficient reason, from the 
viewpoint of some office managers, for compiling statistical reports 
of little or no usefulness. Because of idle time in the machine unit, 

a report which is better adapted to other processing methods can be 

prepared by punched card methods; but this means that before very 

long the work schedules will be cluttered with less profitable opera- 
tions. 


These are only a few of the general points, and it is certain that 
others can be brought to light. The principal thing to remember is that 
you can expect from the machine unit exactly what you put into it. 
Machine units are like any office unit—the type of training, the type 
of systems, and the type of supervision determine the benefits that are 
to be realized. 


While excellent benefits are to be derived from the use of mechan- 
ical aids it should be realized that the machines operate only as well 
as the methods assigned. Operations we can’t perform are probably 
being done easily by someone else. We can’t remain static in our 
accounting methods; we must be ever looking for something better. 
Similarly, we can’t remain static in the use of machines. Study, train- 
ing, and the use of new types of machines will increase the individual! 
production of each clerk. 


PERPETUAL INVENTORY CONTROL 
A REALITY’ 


By VAL WILLIAMS, Auditor 
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N IDEA which is consistently gaining prominence in the solution 

of industry problems is the one embodied in a quotation from the late 
Justice Holmes, as follows: “At this time, we need education in the 
obvious, more than investigation of the obscure.’ This phrase illustrates 
most dramatically the approach we have used in the solution of our 
inventory control problem. The plan itself is simple, but successful 
operation requires continuous education. 


In 1946, a series of meetings were held in our company to consider 
the multitude of problems which confronted industry generally as a 
result of the transition from wartime operations to a competitive peace 
time economy. High costs, excessively high inventories, complicated and 
involved procedures, poor customer service, lowered production output, 
and the like, were problems not unique to our company. They were, 
however, our problems, and survival demanded that we solve them 
to the best of our ability. 


Our company’s sales had dropped from a peak of fifty-million 
dollar wartime volume to a probable twenty-five million dollar peace 
time operation. We were not dealing with one customer any more but 
with hundreds of them. We had acquired tremendous overstocks and 
were still buying at a very accelerated rate. While we had all available 
storage spaces loaded to the rafters, still we were short on many items. 
Our control records were not keeping pace with the actual transactions. 
Naturally, taking physical inventory under such conditions was a long 


*Paper given at a meeting of the Indianapolis Chapter 
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and exceedingly expensive process. We were forced to stop most of our 
operations for a period of two weeks in order to count some twenty 
thousand items. 


The treasurer of our company was given the responsibility for 
solving the entire inventory problem. He developed a four-point objec- 
tive: 


(1) Reduce the inventory to the proper requirement level without 
dumping it in the river; 

(2) Establish a control to insure adequate stocks to meet produc- 
tion requirements; 


(3) Reduce the time required to take the annual inventory; and 


(4) Do all this without any expense to the company. 


The task of accomplishing this objective became a joint responsi- 
bility of the treasurer and the Internal Auditing Department. We were 
aware that any effective control of inventory, whether from the stand- 
point of quantities required for production, or total investment or mini- 
mum risk, must be based on accurate up-to-the-minute knowledge as 
to the actual quantities on hand. If we were to overcome the difficulties 
of high obsolescence and unbalanced quantities, we must have a system 
which would give us this answer. 


A survey and analysis was made of our existing methods of con- 
trol to determine the exact function and potential of each one. The con- 
clusions reached were as follows: 


(1) The material control records in use in each division served 
the primary function of assigning, ordering and scheduling, 
but were too far removed from the actual stock transactions 
to serve further as an accurate control of physical quantities; 


(2) The people posting these records were not also moving and 
handling material. This divided responsibility made control 
ineffective; 


(3) Of the twenty thousand items to be controlled there were few, 
if any, key items which could also control other items; and 


(4) An attempt to control physical stocks by a centrally-located, 
punched-card tabulating method would be too unwieldy and 
too far removed from the actual materials. 


The study then concerned itself with the storage areas themselves and 
the personnel in them. 
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We discovered among other things that the men in the storerooms 
were not busy all of the time. While they definitely had periods of peak 
loads in receiving and disbursing materials, they also had long periods 
of relative inactivity. We further found a desire on their part to have 
control records of their own as a means of making their jobs more com- 
plete. While this study indicated that perhaps here was the very simple, 
old fashioned answer to our problem of perpetual control, there were 
very definite obstacles to be considered. 


Because of the nature of our products, our inventory was made up 
of huge quantities of low cost items. Of many inventory parts we carry 
as many as two to three million pieces, as normal quantity. While we 
had only twenty thousand part numbers, we were dealing with many 
million individual pieces. 


These obstacles to placing the control records inside the storerooms 
were considered: (1) Could men of the caliber ordinarily employed in 
storerooms be expected to maintain neat, accurate records? (2) Could 
we prevent the usual rapid turnover of storeroom help caused by senior- 
ity rules? (3) Could we insure that all materials would pass through 
controlled storeroom areas without disrupting production planning? 
(4) How could we assure ourselves, as well as the public accountants, 
that such records were reliable at all times? (When the thought was 
first advanced to our public accounting firm, they felt that as an internal 
control tool, the plan would be fine. However, they were very skeptical 
as to their acceptance of perpetual records as a substitute for the time- 
honored practice of weights and counts at inventory time.) (5) How 
much work would be required at the annual inventory time? 


We recognized that these difficulties were serious but we decided 
that, if we were to accomplish the four-point objective we had set our- 
selves, we would have to gamble on making the plan work. 


Our first move was to select the storeroom where we knew we had 
the best available storekeeper and establish a visible-card control record. 
We made sure that the physical layout of the storage area was so marked 
that we could assign location information on each card. The materials 
were counted item by item and the starting balances established. The 
control record was kept in a central location in the storeroom and part 
number identification tags were placed on all bin sections. Good house- 
keeping practices were established. Forward and reserve stock planning 
was started. The storekeeper was schooled in the process of posting 
and adding receipts and posting and deducting issues. He was required 
to record the new balance quantity on each copy of a receipt or disburse- 
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ment report and forward a copy of that paper to the material control 
section. We also indicated maximum and minimum quantities on the 
storekeeper’s cards, for standard items, so that he may assist material 
control personnel in the event they overlook an order point. He was 
further given a supply of inventory spotcheck sheets, and required to 
conduct a continuous count of the items under his control. Tinis spotcheck 
was worked out on the following formula: 


Assume that he has 1,200 items, and that he is required to count 
all items once each year. This means 100 items per month, 25 items per 
week, 5 items per day. At the end of each week these count sheets are 
submitted to the Internal Auditing Departmnt where the dollar values 
are calculated. A “percentage or frequency of error” as well as a “loss 
and gain factor” is also computed. We compute the “percentage or fre- 
quency of error” by taking the total of the plus and minus differences 
between the balances shown on the bin cards and the actual counts and 
dividing this sum into the total actual count. The “loss and gain factor” 
is determined by taking the difference between the plus counts value 
and the minus counts value and then dividing this difference by the 
total value of the parts counted. This “loss and gain factor” is especially 
important since the unit value of parts carried in the storeroom varies 
so widely. If the results, over a period of time, were less than 3% for 
“percentage or frequency of error” and less than 1.5% for “loss and 
gain factor,” the records are considered to be acceptable. The Internal 
Audit Department checks these count sheets submitted by the store- 
keeper and, in addition, conducts independent counts of its own. The 
public accounting firm also makes periodic checks to test the accuracy 
of the system. Any major variations from the minimum standards of 
performance are immediately investigated to determine the cause. 
When the cause is known an adjustment is made and, where necessary, 
the system is changed. 


As this experiment developed, the system was gradually extended 
to the other twenty storage areas. In some instances, the personnel was 
not able to maintain accurate records and had to be replaced. However, 
by the end of 1947, we had gained enough experience and confidence 
in our system to accept record balances in lieu of a complete physical 
count for approximately one-half of our storerooms. The 1948 inventory 
was taken from the card records in all but one storeroom. We took the 
1949 inventory completely from the records at the end of October, and 
every one connected with the auditing and checking at that time con- 
curred in the statement that it was the most amazingly accurate inven- 
tory they had witnessed. The spotchecks made at that time, which 
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covered 10%. or more of the items, indicated an over-all variation of 
less than 1%. 


No system of this type could long be successful, in our opinion, 
without constant vigilance such as is maintained in our company by 
the Internal Audit Department. Two men from this group are assigned 
the responsibility of continuously checking all storage areas. In addi- 
tion to verifying records and balances, they review the usage of all 
items to determine the “slow movers” and the “short stocks.” Our man- 
agement is now utilizing this knowledge by requiring all requests for 
materials and parts to bear the approval of the Internal Audit Depart- 
ment before purchase orders are placed. The purpose of this procedure 
is to assist in maintaining an adequate supply for production require- 
ments, but at the same time, to prevent overstocks and unbalanced 
inventories. 


At the time of our annual inventory we organize inventory crews 
and audit crews. Every one who is to have anything to do with this 
operation is thoroughly instructed before he may take part. As soon 
as the work is completed, we all meet and discuss suggestions for im- 
proving our procedures. The actual listing is done during a weekend 
and, last year, required less than 1144 days to complete in every detail 
except pricing. We are sure now that the 1950 inventory will require 
less than one day’s time. 


Our management is convinced that this method has saved $50,000 
a year in inventory costs and lost production alone. 


At any time during the year when the count of a particular part 
indicates a large dollar variation, we make an adjustment in our ledgers. 
Inventory adjustments at year-ends are very small. 


Since this system has been in operation, we have been able to re- 
duce our total inventory investment by 80%, even though our sales 
volume has increased. This has come about, by and large, because we 
have finger-tip knowledge about the quantities actually on hand. We 
are able to combine quick analysis of slow-moving items and short stock 
situations, with the checks made by the Internal Auditors. A clean, 
workable inventory is a by-product. 


A word of caution should be added here. While the program is 
simple and certainly not new, its very simplicity can be a grave danger. 
The key to the entire plan is a good competent storekeeper who takes 
equal pride in the physical appearance of his storeroom and in the 
accuracy of his records. We have attempted to foster this pride by recog- 
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nizing, publicly, those instances where good progress has been made. 
If there has been a really serious threat to the success of our program, 
it is the threat of frequent personnel changes in these jobs. We feel, 
however, that the added dignity and meaning given to their positions 
has done more to stabilize turnover than any other single factor. Any 
interference with the established routine of moving materials must be 
discouraged. Management generally must be wholeheartedly in sym- 
pathy with the program and lend its support to the successful operation 
of it. 


This plan may not be the best for perpetual inventory control, 
but it works well for us. Our public accountants have been extremely 
helpful in suggesting revisions and refinements and have become en 
thusiastic over its success. Without their wholehearted assistance this 
program would not have been possible. 


DO YOU KNOW 


The greatest secret of production—is saving waste? 

The greatest mistake—is to resist change? 

The greatest hazard toward progressive thinking—is prejudice? 

The greatest comfort—is the knowledge that you are doing your job well? 
The greatest play—is your work? 

The greatest man—is the one who always does what he knows is right? 


The greatest field for success—is probably right where you are? 


—The Bulletin. 
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INTRODUCTION 


NTERNAL CONTROL has always been an important factor to suc- 

cessful management, but there has never been a time in the history 
of business when it has received the attention and emphasis that it does 
today. 


More has been written on the subject of business controls, during 
the past ten years than in any previous period; a clear indication of a 
growing consciousness of its importance. 


GROWING NEED FOR CONTROLS 


The social and economic problems that have developed during the 
past ten or twelve years have been of such monumental importance that 
they have consumed the greater part of top management's time. As a 
result, top executives have been obliged to delegate more and more of 
their normal operating and administrative duties to others for execution. 


The administrative problems of our larger companies are becom- 
ing so numerous and complex that top management can do little more 


*Presented, February, 1950, at a meeting of the Twin Cities Chapter of the National 
Association of Cost Accountants, Minneapolis, Minnesota. 
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than formulate policies and procedures and review and interpret reports 
on operation. Even in our smaller companies, management is finding it 
necessary to delegate more and more of its responsibilities to subordi- 
nates for execution. And department heads and supervisors are finding 
it increasingly difficult to keep fully informed on the many details for 
which they are responsible; and these responsibilities have increased 
many-fold during the past ten or fifteen years. Top management is 
obliged to give more of its time to strategy and delegate the tactics to 
lower levels. 


The administration of a business is becoming more and more a 
problem of operating by remote control. And while this condition pre- 
vails to a greater extent in some companies than in others, it exists to 
some extent in all companies. To bridge this gap between the nerve 
centers of management and line operations and to compensate for 
absentee supervision, it has been necessary to expand and refine existing 
controls and to develop many new controls. 


In the early days of business when controls were comparatively 
few and simple, their maintenance was no great problem. But today, 
our systems of internal control are a labyrinth of measures developed 
and refined to keep pace with a fast changing business economy. 


The expansion and increasing importance of internal controls have 
multiplied the need for a higher degree of maintenance. 


I have seen many cases where considerable time, effort and money 
was expended to produce adequate controls, but once created and trans- 
lated into manual form, they soon became the “forgotten man” of man- 
agement procedures. Controls deteriorate and become obsolete just 
as much as physical properties, and maintenance is as essential as it 
is in the case of machinery and equipment. Preservation of controls is 
a must to good business housekeeping. 


To properly maintain a system of internal control requires constant 
policing to insure the maximum effectiveness. Paraphrasing John 
Curran in his speech upon the Right of Election, “Eternal vigilance is 
the price of quality controls.” 


While those charged with the responsibility for originating and 
operating the controls have the prime responsibility for their proper 
maintenance, experience has proved that frequently they are so near to 
the picture or so absorbed in other responsibilities, that they do not 
readily detect imperfections and other matters that may need con- 
sideration. 
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It is for these reasons that internal auditing, which has no assigned 
operating duties, is best fitted to assume the responsibility for maintain- 
ing a continuous survey and evaluation of internal controls. 


Inspection of management functions, clerical routines and operat- 
ing activities is just as essential as inspection on the production line. 


One of the most important problems which every executive must 
meet and solve, and it is a continuing problem, is that of coordination 
and control of the functions for which he is responsible, whether he be 
the head of a small department or the president of the company. 


INTERNAL CONTROL vs. INTERNAL CHECK 


It may be well at this time to clarify the term “Internal Control,” 
and make sure that we have a common understanding of what it com- 


prehends. 


No one should confuse “Internal Control” with “Internal Check.” 
These two terms have been used so loosely, and so many times synony- 
mously, that one cannot be sure just what the speaker or writer has in 
mind when he uses them. 


Internal Check comprehends those procedures and organization of 
duties designed to lessen the opportunity for undetected fraud or error; 
whereas, /nternal Control comprehends those procedures and organiza- 
tion of duties designed to promote efficiency, by restraining inefficiency. 
To be a little more specific, Jnternal Control in its broadest sense 
comprehends the entire system of procedures, methods, organization of 
duties, and other measures by which Management— 


(1) Keeps informed on the state of the business; 
(2) Effects coordination of functions; 
(3) Maintains faithful and efficient performance; 


(4) Assures itself that objectives are being satisfactorily accom 
plished; and 


(5) That the business is being operated in strict conformance with 
its policies and plans. 


In contrast, Internal Check is a phase of Internal Control that 
comprehends the separation of the duties of employees, charged with 
the custody or administration of company values, or the record keeping 
relating thereto, so that no one person has absolute and independent 
control. The procedures and routines are so laid out that the work of one 
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person complements that of another. Internal Check is merely a seg- 
ment or one of the cogs in the overall system of Internal Control. The 
term Internal Control is synonymous with Managerial Control. 


TYPES OF INTERNAL CONTROL 


In a large company you may find an overall system of managerial 
control that is further supported by subsidiary systems developed within 
functional areas. 


The type and number of individual controls making up the over-all 
system will vary with the size and nature of the business and the 
requirements of management. Some of the more common controls are— 


(1) Supervision 

(2) General Accounting 
(3) Cost Accounting 
(4) Internal Check 

(5) Internal Auditing 
(6) Budgetary Control 
(7) Procedure Manuals 


(8) Many others of a similar nature. 


Each type of control has its own important part to play, in the 
general scheme of management; and the most of them interlock with the 
pattern of operations to such an extent that they become an integral part 
of it. 


Internal Auditing like Internal Check is one of the several controls 
making up the over-all system; but it does not interlock and become 
an integral part of any operating function. It is more in the nature of 
a maintenance or inspection control, and is used largely for the pur- 
pose of measuring and evaluating the adequacy and effectiveness of 
other controls. 


INTERNAL AUDITING — DEFINED 


Internal Auditing has changed its complexion materially over the 
last ten years and unless one has kept pace with this change he is not 
likely to fully understand its present utility and how it operates in 
the larger and more progressive companies. Originally, it was merely 
a policing agency maintained for; 


(1) Detection and prevention of errors. 
(2) Detection and prevention of fraud. 
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While modern internal auditing still retains its protective func- 
tions, its primary objective is to render constructive services and to 
keep management posted on the state of the business by bringing to 
attention any material facts that might not otherwise receive considera- 
tion. 


INTERNAL AUDITING—CLERICAL vs. PROFESSIONAL 


In considering Internal Auditing it is important that one under- 
stands the difference between— 


(1) Clerical Internal Auditing, and 


(2) Professional or Managerial Internal Auditing. 


There are many activities in a business that require double check 
ing, proving, verifying, etc. The function of making these proofs and 
checks is frequently referred to as Internal Auditing, though in reality 
it is nothing more than a clerical routine; a type of policing for the 
detection of fraud and errors. Clerical internal auditing deals largely 
with routine matters and is seldom charged with the responsibility of 
surveying and evaluating problems lying in the Management field. 
The clerical type of auditor expends the greater part of his effort on 
verifications, while the professional or managerial type of auditor is 
more concerned with appraisals or evaluations. 


It is the broadened area of responsibility and the special type of 
constructive services required from the Managerial Internal Auditor 
that has distinguished his type of practice and given him professional 
recognition. 


INTERNAL AUDITING—ORGANIZATIONAL TYPES 

The duties and responsibilities of the contemporary internal audi- 
tor vary according to his organizational type, of which there are four— 

(1) Proprietary 

(2) Management 

(3) Staff 

(4) Department 

The first three—Proprietary, Management and Staff—are gener- 


ally considered as of Managerial or Professional standard while Depart- 
ment internal auditing is viewed as a Clerical type or nonprofessional. 


PROPRIETARY INTERNAL AUDITING 


Proprietary internal auditing is the highest level of internal audit- 
ing. This is so, because the internal auditor is a direct representative of 
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the proprietor or owner of the business. The auditor is appointed by 
and reports to the owner and he is completely independent of all ocher 
management personnel. His scope of activities is generally very broad 
and he is highly concerned with operating and management functions 
and their effectiveness. This type of internal auditing is not so common 
as some of the other types; and is employed principally in large business 
enterprises with absentee ownership and impersonal management. 


MANAGEMENT INTERNAL AUDITING 


The more common type of internal auditing is the management 
type. In this case the internal auditor is a representative of administra- 
tive management, and he may be instructed to report to the President, 
the Executive Vice-President, the Administrative or Executive Com- 
mittee or other management authority of a similar level. 


STAFF INTERNAL AUDITING 


The staff internal auditor is one appointed by a staff head. The 
auditor works primarily for and under the direction of the staff head 
and the scope of his activity is generally limited to the staff head’s 
area of responsibility. Generally any staff head has the authority to 
create an internal auditor to serve within the limits of his responsibility. 
A good example of this type is an internal auditor created to serve the 
staff head in charge of accounting. This staff head may be given the 
title of Comptroller, Treasurer, Secretary or some similar title. 


An internal auditor serving in this capacity would, in most cases, 
be limited in the scope of his activities to the accounting and financial 
records. When the Comptroller or Treasurer is a member of administra- 
tive management, as well as a staff head, the auditor may be granted 
authority to operate at the management level, but report to the Comp- 
roller or Treasurer for administrative purposes. Such a procedure in- 
creases the worth of internal auditing to the company as a whole. 


DEPARTMENT INTERNAL AUDITING 


Department internal auditing, which is the lowest level, is created 
by authority of a department head to function within the department 
head’s area of responsibility. Examples of this type would be: 


(1) Disbursement Auditor 

(2) Accounts Payable Auditor 
(3) Pay Roll Auditor 

(4) Construction Auditor 
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(5) Branch Auditor 


(6) Others of a similar nature. 


INTERNAL AUDIT vs. INTERNAL CHECK 


One must carefully distinguish between those activities that are 
truly of an auditing nature and those activities that are merely a part 
of the system of “internal check.” We must make a clear distinction 
between “Internal Check” and “Internal Audit.” “Internal Check” is 
a control designed to function as an integral part of the accounting 
system while “Internal Audit” is a type of control created to function 
independently of accounting routines and procedures. 


While it is the responsibility of Internal Audit to determine the 
adequacy and effectiveness of Internal Check it should never duplicate 
an objective that is already adequately served by Internal Check. 


To the extent that a system of internal check is satisfactory to the 
auditor, he should only test and sample the transactions controlled by 
it, to prove his appraisal was sound. Concentrated internal auditing 
should pick up where internal check leaves off, or be intensively applied 
at those points where internal check may appear to be weak. 


AUDITOR'S AUTHORITY AND INDEPENDENCE 


Independence is basic and essential to the effectiveness of internal 
auditing. The organizational status of the internal auditor and the sup- 
port accorded him are major determinants of the range and value of 
his services. He should be made responsible to an officer of sufficient rank 
in the organization as will assure adequate consideration and action on 
his findings and recommendations. 


Though the auditor may be set up to report to a member of top 
management, his services should be available to all levels of manage- 
ment, including department heads, supervision and others charged with 
management responsibilities. 


It should be understood, however, that Internal Auditing is in no 
sense a managing, supervising or directing agency. The auditor never 
issues orders, instructions or directives; nor does he have authority over 
any personnel outside of his own staff. His function is limited to that of 
inspection, survey, review, observation, evaluation, drawing conclusions, 
and reporting his opinions, findings, suggestions and recommendations 
for the benefit of operating and administrative management; it is this 
latter group that initiates remedial action. The internal auditor is a diag 
nostician but not a doctor or surgeon. He may, however, write prescrip- 
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tions when circumstances require, but these are generally in the nature 
of suggestions or recommendations, rather than directives. 


Because the management type of internal auditing encompasses a 
much wider field of review and appraisal than the clerical type and 
because of its enlarged responsibilities to management, the auditor is 
frequently charged with trying to run the business. 


The Internal Auditor truly worthy of this designation will never 
assume an attitude that will merit such an accusation. Internal Auditing 
is merely a staff or advisory function and possesses no operating or 
administrative authority. It is strictly a service agency. 


Once the personnel of a company clearly understands the true 
functions of internal auditing, and benefits to be gained by cooperative 
effort, the audi‘or soon becomes a welcome guest. 


MEANING OF MANAGEMENT 


There is an old saying: 


“An Institution is but the lengthened shadow of one man.” This 
might have been true in the early pioneering days of business, but it is 
far from being a general truth today. It is the team work displayed by 
each and every administrative employee, right down to the lowest level 
of supervision that determines the degree of success that a business 
enjoys. 


So when we currently speak of “Management” we no longer think 
in terms of “top brass” but vision the entire administrative personnel 
of a company. 


It is true that we have several levels of management but no one 
can truthfully say one level is any more important to the business than 
the other, or that one level necessarily has made a greater contribution 
than another. 


For convenience of classification we group the administrative em- 
ployees of a company as: 

(1) Top management 

(2) Middle management 

(3) Line management 

It takes the combined effort of these three groups and of the indi- 


viduals making up the separate groups, working in complete harmony 
and coordination to attain highly effective management. To accomplish 
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this their respective duties and responsibilities must be clearly defined 
and understood; not in terms of generalities but in specific and precise 
detail. 


FUNCTIONAL ORGANIZATION 


Administrative personnel work with greater interest and more 
effectively when objectives are crystal clear; and when the methods 
for obtaining those objectives are similarly portrayed. 


The first thing for members of the management family to under- 
stand is the relationship of the various functional areas; the relationship 
of the various sections within a functional area; and their own specific 
duties and responsibilities. 


To facilitate this understanding the company organization should 
be expressed in chart form and annotated to the extent necessary to pre- 
vent any misunderstanding as to just where each employee fits into 
the over-all pattern. 


These organizational and functional charts should be given wide 
distribution within the company, so that all personnel, including clerical 
employees, may have an opportunity to become thoroughly familiar 
with the working relationship of every business activity. 


Organizational and functional charts properly developed and clear 
ly presented to the company’s personnel are the first step in the main- 
tenance of Internal Control. 


POLICIES AND PROCEDURES 


Next in importance to the charts, that I have just mentioned, is the 
development of policies and procedures by which the organization is 
to function. No matter how well an organization may be formed, it will 
not operate smoothly and effectively without well-defined policies and 
procedures; and they must not only be well defined but well understood. 


A great many policies and procedures that develop through con- 
ferences and by precedent never find their way into written form. As a 
consequence we have misunderstandings, misinterpretations, weak ap- 
plication, wrong application and frequently no application. 


Since policies and procedures are a part of the system of Internal 
Control they should be reduced to written form and in such a manner 
that they are always available for reference and study by administra- 
tive and operating employees. 
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Fixed or unchanging policies and procedures, and those subject 
only to infrequent changes can be presented in m inual form. Those of a 
current or temporary nature and which are generally issued in the form 
of letters, circulars or similar medium, should be controlled by some 
kind of numbering system and preserved in a readily accessible manner. 


OPERATING MANUALS AND FLOW-CHARTS 


It has been my experience that the best way to present organiza- 
tional and functional charts, and policies and procedures is by the use 
of manuals. 


Operating and administrative manuals embodying charts of func- 
tional relationship, flow-charts outlining the route of the various trans- 
actions, and detailed instruction dealing with policies and procedures 
provide an excellent means for maintaining internal control. 


Staff and department operating manuals may be supplemented by 
“Desk Manuals” which treat solely with the functions of a specific job 
and provide each employee with detailed specifications of his own re- 
sponsibilities. 

Manuals, if properly prepared, provide: 

(1) A blue-print that will enable each employee to determine with 

preciseness his area of activity and responsibility; 

(2) A road-map that will facilitate and accelerate the orientation 

of new employees; 

(3) A yardstick by which to measure the effectiveness of work 

performed; 

(4) And a base or standard by which the auditor may determine 

the degree to which management’s objectives have been accom- 


plished. 


NEED FOR GROUP CONFERENCES 


As I have previously indicated, a company, a staff, a department, 
a section or other business unit or activity, is mo longer the “shadow 
of one man” but the shadow of team effort. 


To get the fullest degree of team effort, means that every last 
man on the team must be fully informed on the rules of the game. 


For this reason, I suggest that frequent group conferences be 
scheduled for the purpose of reviewing functional relationships, policies 
and procedures, and other operating and administrative plans; to mea- 
sure and evaluate them in the light of current conditions; to ferret out 
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any needs for modification and additions; to keep the personnel well 
informed on performances, problems and objectives; and ever conscious 
of the importance of their individual duties and responsibilities, 


Conferences properly organized and conducted stimulate thinking 
and interest in the work and objectives of the group; and also provide 
an unexcelled training medium. 


IMPROVING THE HUMAN FACTOR OF CONTROL 


In the past the stress for improvement of Internal Controls has been 
placed largely on the physical and material phases. 


Office machines and other equipment have been developed to take 
over much of the work formerly performed by hand, and because of 
automatic control features, these new inventions have gone a long way 
in strengthening and improving the over-all system of controls. 


Until quite recently, the human element has been more or less 
taken for granted, and little effort has been expended to improve this 
factor as a means to better internal control. 


Today most of the larger companies maintain employee training 
programs in one form or another; some are operated at the depart- 
ment level and others on a company wide basis. But, even when a 
company wide program is in effect, it does not, in my opinion, obviate 
the need for training at the department level. It might eliminate 
the need for certain basic and fundamental training, but specialized 
training tailored to fit the requirements of a particular department, 
generally can be accomplished better at the department level. 


Training programs, department conferences, round-table discus- 
sions and other activities of this nature all contribute to developing and 
refining internal control factors as affected by the human element. 


BALANCED CONTROL 


Controls created and expanded beyond a real and practical need, 
result in unnecessary costs and are likely to prove a hindrance to 
smooth operations. 


Likewise, inadequate controls—controls which only partially sat- 
isfy the need—or adequate controls ineffectively operated or poorly 
maintained, will also result in losses of one kind or another. 

In between the extremes of inadequate and excessive controls is a 


reasonable and practical balance that should be meticulously main 
tained. Controls should not be created solely on a theoretical or idealistic 
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basis. To do so might result in cumbersome and expensive controls that 
would outweigh the benefits obtained. 

This is particularly true in respect to internal check. The cost of 
maintaining an ideal system of internal check should be weighed against 
the calculated risk. Should the cost exceed or nearly approach the 
amount of the calculated risk, it might be more desirable to waive or 
modify the internal check, and turn the responsibility over to internal 
audit. It is one of the duties of internal audit to pick up where internal 
check leaves off; but only to the extent that internal check is imprac- 
ticable of application. 


FROM THE HOOVER COMMISSION REPORT 


Federal accounting, virtually unchanged since the days of Alex- 
ander Hamilton, has long beclouded and slowed down the business 
operations of the whole government. The Commission found the federal 
establishment keeping four sets of books under procedures so cumber- 
some that some agencies had to wait more than a year to get the financial 
“score.” For example, the law required that agencies all over the country 
ship vouchers to Washington in car load lots to be separately scrutinized 
by 10,000 employees in the Comptroller General’s office. In any well- 


run modern business, a simple “spot check” would do. 


—The Citizens Committee for Reorganization 


of the Executive Branch of the Government. 
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 Dyerrmn ys passed this new law to solve the host of problems that 
plagued employers and employees under the original Wage-Hour 
Law, but already many of the so-called experts have leveled the charge 
that the new law creates more problems than it solves. It is safe to 
say that the United States Supreme Court will get the task of inter- 
preting each of the many new terms used in the law. 


It took Congress eleven years to give employers and employees a 
new Wage-Hour Law, but the general overhauling of the Fair Labor 
Standards Act, completed by the 81st Congress, left few of the provisions 
of the original law intact. Like the original Wage-Hour Act adopted 
in 1938, the 1949 amendments represent a compromise. Labor has con 
stantly sought a “modernized” law with higher standards, while em 
ployers wanted a simpler, less embracing law; and it is now apparent 
that neither group attained its objectives. The original Act was adopted 
against the background of a long and severe business depression. It had 
three principle objectives: 


1. To establish a floor under wages in order to prevent a complete 
wage collapse in the event of another depression. 


*Presented before the St. Louis Chapter of Tue Institute 
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2. It sought to encourage the spreading of available work among 
more employees by requiring a premium or penalty rate for 
work above a weekly maximum number of hours. 

3. It sought to restrict the employment of “oppressive child labor” 
in establishments producing goods for commerce. 


That the provisions of this law were numerous and complex is com- 
mon knowledge to all of us, but they were subordinate to these three 
objectives. It outlined coverage and exemption provisions and gave cer- 
tain rules for determining those employees entitled to the minimum 
wage and overtime benefits. 


Despite the length and detailed nature of the provisions, the experi- 
ences of employers and employees soon indicated that there were sev- 
eral serious gaps in the scheme of regulation. Specifically they were: 


1. The absence of any definition of working time for which an 
employer was obligated to account to his employees in mini- 
mum wages and overtime pay. 


2. The lack of any formula or guides for figuring the “regular 
rate” on which an employee’s weekly overtime pay must be 
based. 

3. The omission of specific definitions of many of the key terms 


used in the coverage and exemption provisions. 


4. The failure to include a direct prohibition of the employment 
of “oppressive child labor” in establishments subject to the child 
labor provisions. 


The problems resulting from these gaps, plus the usual demands 
for exceptions and special treatment under a regulatory law, led to 
the introduction of proposals for amendent in every Congress since 
the law was adopted. It was nearly ten years, however, before a change 
of any consequence was enacted. 


The 1938 coverage was broad, but did not reach the outer limits 
of the Congressional power over commerce. Its exemptions were many 
and complex. Its overtime provisions spawned the “portal-to-portal” 
and “overtime-on-overtime” suits with claims involving such enormous 
liabilities that Congress felt it necessary to nullify them retroactively. 


The adoption of the over-all amendments followed a long and 
spirited struggle between Administration supporters and a strong coali- 
tion of Republicans and Southern Democrats. So evenly matched were 
the opposing groups that at one point the Administration appeared ready 
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to abandon all proposals except that for an increase in the minimum 
wage. Eventually, it was able to salvage some of its other aims by mak- 
ing concessions on coverage and exemption changes to the coalition. 
A conference agreement was reached on October 14th, 1949, and was 
presented to both the House and the Senate on October 17th ending 
with their approval October 18th. President Truman affixed his signa- 
ture to the measure on October 26, 1949. This fixed the effective date 
of all amendments as of January 25, 1950, with the exception of the 
provision increasing the Wage-Hour Administrator’s salary, which 
became effective immediately. 


All the foregoing leads to the fact that the amended law has been 
with us since January 25th, and strict compliance is essential for em- 
ployers and employees covered. 


Naturally all of us are interested primarily in what effect all this 
will have on us, on the businesses with which we are associated and 
whether or not all the predictions we have read will actually mater- 
ialize. At this point I feel it should be stressed that it cannot be stated 
with a great degree of accuracy just how far-reaching the effects of 
the new law may be. 


Briefly the new Wage-Hour Law boosts the minimum wage 87 42% 
from a minimum of 40¢ to 75¢ an hour. A new concept of coverage of 
employees is introduced. “Regular rate of pay” is partially defined. 
The Wage-Hour Administrator is given the unprecedented power to sue 
for employees’ unpaid wages. Child labor restrictions are stiffened. 
Exemptions are revolutionized. A multitude of other changes are also 
made. 


To better understand the effects of each of these revisions, let me 
point out some of the conclusions voiced by experts in this field. 


The minimum wage under the Wage-Hour Act had not presented 
any serious problems for most employers for several years, but this 
has no longer been the case since January 25th, 1950. Beginning with 
that date the minimum became 75¢ an hour, and it is reasonable to 
assume that this could mean higher payroll costs both for the employers 
of the 21 million workers covered by the law, who were getting at least 
75¢ an hour, and the employers of the 144 million workers covered by 
the law who were getting less than 75¢ an hour. It can be expected 
that unions will be bent on maintaining wage differentials not only with- 
in a single plant but also between low and high-wage industries, so this 
could develop into a trend of wage increases for those workers already 
paid more than 75¢ an hour. Good personnel policy calls for pay in- 
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creases among the higher bracketed workers when the lower bracketed 
workers get increases. Since wage rates form a pattern growing out of 
relative productivity, skill, experience, responsibility and the like, dif- 
ferentials created by these factors should be maintained in the interest 
of both efficiency and employee relations. 


By this time the industries you represent have made wage adjust- 
ments wherever needed to comply with the minimum figure. Some of 
you may have found it necessary to raise salaries of certain supervisory 
employees where their rates are pegged at a percentage over the wage 
rates of the workers under them. If numerous rate adjustments were 
made, prices of your products as well as those of your suppliers may 
reflect additional costs. You may have found that replanning of work 
schedules could eliminate overtime, thereby offsetting, to a certain 
degree, the rise in wage costs. To meet such increases you may already 
have found it expedient to promote greater efficiency in the selection 
and use of labor, also by savings on fringe benefits or overhead costs. 


The new law made sweeping changes in the coverage of employees 
by using language that laid down new tests for determining coverage. 
However, certain employees, who would otherwise be covered, are 
specifically exempt by the law. These special exemptions will be men- 
tioned later as a part of this discussion. 


Employees are covered who are engaged in interstate commerce or 
production of goods for interstate commerce or any closely related pro- 
cess or occupation directly essential to the production. Under the old 
law’s definition of “produced,” employees were covered who were 
“necessary to the production” of goods in addition to employees directly 
engaged in producing goods. The new law strikes out the phrase “nec- 
essary to the production” and substitutes the phrase “closely related 
process or occupation directly essential to the production” of goods. 
“Commerce” is redefined. The new law strikes out the phrase “from 
any state to any place outside” and substitutes the phrase “Between 


any state and any place outside,” so that the definition covers incoming 
foreign commerce. 


It is reasonably certain that the minimum wage and overtime re- 
quirements will apply to few employees. The new language of the law 
rejects a definition that was just becoming settled after 10 years of 
experience and hundreds of court decisions. The experts assert that it 
may take another ten years to litigate the new language and determine 
just where the line is drawn in coverage. 
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When we speak of employees not covered under the law because of 
the fact that their activities are not closely related or directly essential 
to production, it is best explained by one or two examples illustrating 
the point. Employees of a local architectural firm, whose activities 
include the preparation of plans for the alteration of buildings within 
the state that are used to produce goods for interstate commerce, are 
not covered. Employees of a merchant, selling his goods locally to cus- 
tomers who produce goods for interstate commerce but do not use the 
merchant's goods as a part or ingredient of the goods they produce, are 
not covered. 


On the other hand the following examples illustrate groups of em- 
ployees covered because their activities are closely related or directly 
essential to production. One example would be maintenance, custodial 
and clerical employees of manufacturers, mining companies and other 
producers of goods for interstate commerce. Another example would be 
the employees of public utilities furnishing gas, electricity or water to 
firms within the state that manufacture, produce or mine goods for 
interstate commerce. 


It is obvious that many firms are in a position to determine cover- 
age with little difficulty, but there are many types of business and indus- 
try where the subject demands very careful consideration. 


The term “regular rate of pay” has led to so much confusion since 
the troublesome “overtime-on-overtime” period that Congress, in the 
amended law, has attempted to define it. There will still be endless 
cases requiring interpretation, but at any rate we do have something 
to guide us. 


There is, of course, no change in the requirement that employees 
covered must be given overtime pay for all hours worked in excess of 
40 hours a week at the rate of time and one-half their regular rates of 
pay. 


In arriving at the regular rate of pay, two factors are vital: 


First, we must know how many hours the employees work in the 
workweek; and 


Second, we must determine what is included in wages. 


After the hours worked and the wages are known, the computa- 
tion of regular rate of pay can be made. 


As to the first factor, there is no limit on the number of hours an 
employee can work a week as long as he is paid time and one-half for 
each hour worked over 40 a week. There is no provision in the new 
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law permitting an employee, because of an emergency, to work over 40 
hours a week without overtime pay. 


Under the Portal Act, time spent walking, riding or traveling to 
and from the place of performance of an employee’s principal activities 
or in preliminary or postliminary activities is not considered hours 
worked. In addition to the Portal Act provision, the new law adds that 
time spent changing clothes and washing up at the beginning and end 
of the working day may be excluded from hours worked if so provided 
by a collective bargaining contract. 


Under the new law an employee's regular rate of pay includes all 
remuneration received by him for employment except the following: 
1. Gifts. 
2. Bonuses. 
Payments from profit-sharing or thrift plans. 


3 
4. Pay for unworked time. 


Or 


Traveling expenses and other non-wage payments. 
6. Talent fees. 
7. Contributions to pension and health plans. 
8. Daily or weekly overtime. 
9. Premiums for work on Saturdays, Sundays, holidays, regular 
day of rest or sixth or seventh day. 
10. Premiums for work outside regular workday or workweek. 
All of these payments can be excluded from an employee’s regular 
rate but only the last three: 
( 8) Daily or weekly overtime. 
( 9) Premiums for work on Saturdays, Sundays, holidays, regular 
day of rest or sixth or seventh days. 
(10) Premiums for work outside regular workday or workweek. 


can be offset against overtime due under the law. 


Some of these items can be tricky. Incentive bonuses, production 
bonuses and the like still count as wages since they are paid by agree- 
ment or promise, and the employer has no discretion in giving them to 
eligible workers. Incidentally, employers who cannot meet these re- 
quirements can still avoid having to recompute overtime. A bonus based 
on a percentage of an employee’s total pay (straight-time plus over- 
time) does not increase his regular rate of pay. 
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I have purposely made this point because industry can lay itself 
open to the law unless individual circumstances, procedures, etc. are 
analyzed. 


It is interesting to note that the new law repeals and reenacts the 
provisions of the Overtime-on-Overtime Law and makes it retroactive 
to claims arising prior to July 20, 1949. 


Under the original Act, suits for back wages could be brought 
only by employees. Under the amended Act the employee still has 
the right to bring his own suit for unpaid wages plus an amount equal 
to the unpaid wages as liquidated damages. However, the Administrator 
now has the power to supervise the payment of back wages owed to 
employees and has the right to sue for these wages on behalf of the 
employee if any employer does not make payment. Once an employer 
has offered to pay wages the Administrator finds to be due, and the 
employee accepts payment, the employee waives his right, under the 
law, to sue for liquidated damages. It is important to note that the 
Administrator cannot bring a wage suit in any case involving an issue 
of law not settled finally by the courts. The Portal Act’s two-year 
limit on wages suits applies to suits brought by the Administrator to 
recover unpaid wages for employees. 


Because of the fact that Belo-Type Plans and Annual Wage-Em- 
ployment Arrangements are not here of general interest, I have pur- 
posely omitted a lengtiry discussion. The new law, however, expressly 
authorizes the Belo-Type Plans but they are limited in scope. The over- 
time exemption for employees working under Guaranteed Annual Em- 
ployment Plans is liberalized. 


As I stated before, the child-labor provisions of the law have been 
tightened. While many of the businesses or industries you represent 
may have experienced no difficulty along these lines, there are cer- 
tain sections of the country where child-labor in business and industry 
has created some real problems. 


Formerly the law prohibited shipment in interstate commerce of 
goods produced in an establishment using oppressive child-labor within 
30 days before removal of goods. It is apparent that there was a loophole 
because employers using oppressive child-labor to produce goods had 
only to hold the goods for 30 days before shipment. As amended, the 
law now directly prohibits the employment of “oppressive child-labor” 
in interstate commerce or the production of goods for interstate com- 
merce. The new law also closes up a loophole under the former defini- 
tion that permitted a minor under 16 to work for his parents or guardian 
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in hazardous occupations, although the same work was prohibited for 
minors between 16 and 18. There is an exemption for child-labor in 
agriculture limited to hours outside of school hours for the district where 
the child is living. In addition, the exemption for children in motion 
pictures and theatrical productions has been extended to radio and tele- 
vision productions. 


In December 1949, the Administrator issued the new tests for de- 
termining white-collar exemptions. As you know, executive, admin- 
istrative, professional, outside salesmen and local retailing employees 
are completely exempt from Wage-Hour overtime pay. But (it seems 
every law carries this word) these employees qualify for exemption 
only if they meet all the tests laid down by the new regulations. 


Incorrect classification of these employees can mean severe penal- 
ties, but on the other hand, failure to take advantage of the exemptions 
for qualified employees means unnecessarily high payroll costs. 


Perhaps some of the firms you represent have already found they 
had employees who met all the work qualifications but not the salary 
minimum. If the differential was not too great, you may have found 
it to your advantage to bring the salary to the required figure. These 
increases, of course, would bear a relationship to your established pay- 
increase policy and your customary differentials. Slight changes in 
duties often may be the means of effecting an exemption qualification. 


In this connection a restudy of work assignments should be made 
to eliminate overtime operations wherever possible. Where overtime 
hours are involved for employees considered nonexempt, the law per- 
mits several plans which may have merit. There is the Irregular Work- 
week Plan, the Belo-Type Plan, the Long Workweek Plan and the 
Time-Off Plan. Investigation may help in saving in overtime costs and 
at the same time comply with the law. 


Easy-to-read White-Collar Exemption Charts have been issued 
from several sources and show at a glance the salary requirements, 
amount of nonexempt work permitted, duties considered exempt, author- 
ity to hire and fire employees, etc. Exceptions are also clearly shown. 

As an example, to qualify for the “Executive” exemption: 

1. Salary must be at least $238.33 monthly. 

2. Work not directly and closely related to his exempt executive 
duties cannot exceed 20% of own hours work in workweek. 

5. Primary duty is to manage the enterprise or department or 
department subdivision. 
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4. Directs work of at least two other workers. 


5. Has authority to hire and fire or his recommendations carry 


weight. 


6. Uses discretionary powers. 


As mentioned, there are exceptions: 


1. Those employees on a salary basis of at least $433.55 monthly 
whose primary work is to manage the enterprise or department 
or department subdivision including the direction of at least two 
other workers are exempt. 


2. The 20% limit does not apply to employee in sole charge of 
plant or physically separated branch, or who owns at least 20% 
interest in the enterprise. 


Similar tests are available for administrative, professional, outside 
salesmen and local retailing employees. However, they are different in 
each case. (See Exemptions Chart on page 90.) 


Since the effective date of this law has already passed, it is to be 
assumed that all of us are now complying as closely as it is humanly 
possible, but there is always the possibility that something may have 
been overlooked. 


I certainly hope that this discourse, which consists in many parts 
of my personal opinions and interpretations, may have clarified some 
of the points with which you may not have been familiar. 





WHITE-COLLAR EXEMPTIONS CHART 


Pay and Non-Exempt Work Exceptions 





1. Salary of at least $55 a 
week exclusive of board, lodg- 
ing or other facilities. Payment 


Other Qualifications 


All conditions be met: 


1. Primary duty is to manage 
the enterprise or department or 


must 


1. Employees on salary basis 
of at least $100 a week whose 
primary work is to manage the 


Ei of $110 bi-weekly, or $119.17 department subdivision ; and enterprise or department, or 
” semi-monthly, or $238.33 “ department subdivision, in- 
e" monthly is permissible. 2. Directs work of at least two cluding the direction of at 
5 2, Work not directly and other workers; and least two other workers, are 
(©) closely related to his exempt : Has ee to es exempt. 4 
f) executive duties cannot exceed a i . — even 2. The 20% limit does not ap- 
54 20% of own hours worked in = ws ts = ply to employee in sole charge 
[x] workweek 4. Uses discretionary powers of plant or physically separ- 
ated branch, or who owns at 
least 20% interest in the enter- 
prise. 
1. Salary or fees of at least All conditions must be met: Ss Employees on salary or fee 
$75 a week exclusive of board, 1. Primary duty is office or basis of at least $100 a week 
. lodging or other facilities nonmanual field work directly whose primary work is office 
Payment of $150 bi-weekly. or related to management policies or nonmanual field work dir- 
= --$162.50 ‘semi-monthly, or $325 or general business operations ectly related to management 
fa monthly is permissible of employer or employer's cus- policies or general business 
< 2. Work not directly and close- tomers; and a of employer or em- 
: a vloyer's t 
oc ly related to his exempt ad- 2. Uses discretion and judg- og of “Gis or 3 = 
fk ministrative duties cannot ex- ment: en ol pees 8. ang judg- 
~” 2 9 u - ° mt, are cxem 
= oe > Se own hours worked 3. (A) Directly assists owner 
Z or executive or administrative 
_ employee, or (B) Performs un- 
= der general supervision special- 
Q ized or technical work requir- 
< ing special training, experience 
or knowledge, or (C) Executes 
under general supervision spe- 
cial assignments. 

. |. Salary or fees of at least All conditions must be met: 1. Employees on salary or fee 
= $75 a week exclusive of board, 1. Primary duty (A) requires basis of at least $100 a week 
“; lodging or other facilities. advanced knowledge customar- whose primary work either re- 
Z Payment of $150 bi-weekly, or ily acquired by specialized quires advanced knowledge and 
LS $162.50 semi-monthly, or $325 study, or (B) Is original and use of discretion and judgment 
@® monthly is permissible. creative in artistic field and re- or is in artistic field and re- 
ry 2. Work not essential part of sult depends on invention, ques invention, imagination or 
fx, and necessarily incident to his imagination or talent; and talent, are exempt. 
ro) exempt professional duties can- 3. Work is intellectual, var- 2. No minimum salary require- 
fe ~not exceed 20% of own hours ied: result not standardized. ment in law and medicine for 
OG, worked in workweek certificate or license holders 

actually practicing 
4 1. No salary requirement Employee makes retail sales of None 
— 2. Work other than making goods or services of which 
J retail sales or immediately in-  ™ore than 50% of dollar vol- 
"~ cidental work cannot exceed ume is made within the state 
c; 20% of hours worked in work- or does work immediately inci- 
5.) week by nonexempt employees dental to making of these 
= sales 
Zz 1. No salary requirement Employee engaged away from Work incidental to employee's 
wl 2 ot ar Yo making Se ae a » Aen eae a own outside sales or solicita- 
2, outside sales or obtaining ord- oe ens - tions, including incidental de- 
“ ers or contracts for services or  *S OF contracts for services Or —jiveries and collections, is not 
i facilities cannot exceed 20% of for use of facilities for which nonexempt work 
J hours worked in workweek by client or customer will pay 
wa non-exempt employees 
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ARTICLES OF INTEREST 
TO INTERNAL AUDITORS 


BRUNO VOLLPRECHT, Assistant Editor, directs 


attention to the following Articles of Interest 


Subject: How the U. S. Air Force Audits Supplier's Accounts on Procurement 
Contracts. 


By: BRIG. GEN. T. R. RAMPY, Auditor General, U.S.A.F. 
Published in The Journal of Accountancy, October, 1950. 


In this article, Brig. Gen. Rampy, Auditor General under the 
Deputy Chief of Staff, Comptroller, United States Air Force pre- 
sents a timely orientation on the auditing activities of one branch 
of the military, the Air Force; he sets forth the responsibilities of 
his office, what laws establish the audit requirements, and the nature 
of audit personnel used. As the procurement activity of the Air 
Force increases from day to day, auditing phases of a supplier's 
accounts on procurement contracts likewise increase and become of 
increasing importance. At the outset, the General describes the two 
main functions of his office: one, procurement, the auditing of which 
is his major concern in this paper; and two, internal audit of milli- 
tary and related establishments. 


To understand fully the procurement activity the author lists with a 
brief explanation of audit requirements the following types of con- 
tracts presently in use. 

1. The standard fixed-price contract 
Negotiated fixed-price contracts. 
Negotiated fixed-price contracts with provision for redeter 
mination of the price at some stated point during production 


+. Cost reimbursement type contracts with or without a fixed 
fee. 


w 


Continuing his discussion of cost-type contracts, the author states 
that agreement has been reached as to what exactly is to determine 
costs under procurement contracts. All three services got together 
with representatives from industry and have promulgated a set of 
cost rules. Also, in process now, is the establishing of a new audit 
manual for uniform use, and further streamlining of the audit pro 
gram. 


The General then outlines the organizational set-up of his office. 
together with field auditors’ methods and procedures of reporting 
Geographical regions have been established, and regional chiefs 
report to the Auditor General. 


Lastly, the author comments on the relationship between the audit 
division of the Air Force and the Audit Division of the General 
Accounting Office. The function of the G.A.O. is analagous to that 
of a public accountant who reports directly to the Board of Directors 
The G.A.O. is an agency of Congress and reports to it on the finan 
cial activities of the Air Force and other departments of the Govern- 
ment. 


In conclusion, General Rampy cites the need tor cooperation be- 
tween the Air Force auditor and the contractor under cost-type 
contracts. By working together effectively and efficiently the chances 
of later reports of back-charges will be avoided. 
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Big Business and Small Business: A Case Study 


ROBERT SCHLAIFER, Assistant Professor of Business Administration 


at the Harvard Business School. 
Published in the Harvard Business Review, July, 1950. 


Mr. Schlaifer’s contention is that in the current controversy over 

“bigness” in industry, the factors of technological innovation and 
product improvement are deserving of some attention and considera- 
tion. With this in mind, he sets out to prove by studying the experi- 
ence of the aircraft engine industry that both big and small industry 
has definite and separate functions to perform. In the particular 
industry studied, small firms have been the source of radical product 
innovation while the large firms have been responsible for final 
development and originating further innovations of detail. 


In his research, Prof. Schlaifer has subjected to careful examination 
(1) the development of the air-cooled type of aircraft engine in 
the U.S.; and (2) the successful development of the turbojet engine 
in Great Britain. In both instances it can be shown that it was a new 
firm which was responsible for initiating the development. Here in 
the U.S., the Lawrance Aero Engine Corporation developed the 200 
h.p. aero-engine; in Great Britain, Power Jets Ltd. did the same for 
the turbojet engine. Why the new firm rather than established 
leaders in the industry should be responsible for initiating these 
developments can be seen in the circumstances surrounding these 
two developments. 


Proceeding with his discussion, Mr. Schlaifer shows exactly when 
and how the big firm steps in to carry out the full development and 
commercialization of the innovation. It is in the final development 
of the product wherein the small firm fails. The full development 
of a product is an expensive process, the cost of which only the 
large firm can absorb; the experimental stage of demonstrating the 
practicability of a new idea is not so expensive, and for this reason 
alone, the small firm will probably remain the source of new ideas 
in product innovation. 


Accompanying the final development of the product is the continual 
improvement made in the detail of the product; and it is this phase 

which can be best carried out by a big firm because of its resources 

-_ abilities. In short, the big firm has the technological “know- 
ow”. 


In conclusion, Prof. Schlaifer sums up the lessons learned from his 
study of the aircraft engine industry with respect to the roles of 
small and big business. Where the small firm has introduced an 
innovation and demonstrated its practicability, readying it for the 
market can be done most economically by the big firm. More im- 
portant, such a transfer often paves the way for technological 
progress. 


The Management Audit Comes of Age. 


ARTHUR P. WILSON, A Professional Management Engineer. 


Published in the Controller, September 1950. 


In a paper recently presented at a meeting of the Springfield Con- 
trol of the Controllers’ Institute of America, Mr. Wilson, who has 
had wide experience in professional management engineering, offers 
his concept of the management audit, a relatively new but important 
development in modern business. Even more important reasons are 
set forth why management should be interested in this type of audit. 
Analogous to the accounting audit in many respects—both entail 
processes of review—the objective of the management audit is to 
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look for ways to improve business operations so as to effect better 
results. 


At the outset, Mr. Wilson defines the management audit as a con 
structive examination of a company’s policies, of its organization 
structure, of its operating methods and of its utilization of human 
and physical facilities with the purpose of finding means to improve- 
ment. It is the author’s contention that much is to be gained by such 
an examination; not only does it serve as a check by top manage- 
ment on itself but the owners can check on management. 


The author lists numerous examples of the results of various man 
agement audits, all of which illustrate how constructive and bene 
ficial the management audit can be. The examples cited further 
illustrate the breadth of the scope of the management audit. 


Continuing his discussion, Mr. Wilson delves into the questions of 
how the audit is made, who should make the audit, and when the 
audit should be made. His answers thereto are very cogent, and they 
clarify the role of the independent management consulting engi 
neer. 


In his conclusion, the author construes the management audit as a 
tool of business management which can serve management well in 
its adjustment to current changing conditions. Ever mindful of the 
increasing tempo of business today, Mr. Wilson believes that the 
management audit can become a valuable adjunct to modern busi 
ness management. 


Subject: Increasing the Effectiveness of the Independent Auditor. 


By: JAMES E. TURNER, Vice President-Treasurer of Talon, Inc., Mead- 
ville, Pa. 


Published in The Controller, August 1950 


In his introductory remarks, Mr. Turner states that when a firm’s 
books are audited, the occasion gives rise to a disruption of the 
regular work of the controller’s division plus the attendant incon 
veniences upon the client’s staff. Since many controllers graduated 
from the field of public accounting, they realize that if the em- 
ployees of their staffs have been put to any inconvenience by the 
independent auditors, it was necessary in order to obtain informa 
tion. In most companies, the co-operation existing between the client 
and the independent auditor is not very real, and does not go 
farther than the client answering the questions put to him by the 
independent auditor. It is the author’s contention that the co-opera 
tion between the two can and should be more positive. If the audi- 
tor and the client work together effectively, especially in the ad- 
vance planning stage of the audit, not only will the inconveniences 
be reduced but financial savings will result. 


In coordinating the activity of the independent auditor with that of 
the client the author recommends the following: 


1. The company should tie-in its year-end closing schedules 
with the audit program of the public accountant. 


2. The independent auditor should furnish the company with a 
list of reports which the auditor will require as part of his 
working papers. 


3. While the company should develop its own program for the 
taking of physical inventory, the procedures should be re 
viewed with the public accountant prior to the inventory 
date. 


4. Copies of accounting procedures existent in the company 
should be submitted to the independent auditor for review. 
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5. Copies of reports issuing from the company’s own internal 
audit department showing the results of periodic routine 
audits likewise should be provided for the auditors. These 
reports will indicate to the independent auditor whether 
company policy is being strictly adhered to. 


Mr. Turner states that. in his own company. which pursues such a 
program, tangible results give evidence to the soundness of the pro 
gram. A reduction in overtime put in by both the public accountant 
and the company’s accounting organization and an earlier closing 
have been effected. Financial savings in the form of reduced audit 
fees have resulted. 


In conclusion. the author points up the fact that any program for 
coordinating the activities of the public accountants and the com- 
pany’s own accounting organization must be formulated on a com 
pany basis. The program will vary from year to year and between 
companies. 


Accounting—A Mid-Century Appraisal. 


JOHN A. BECKETT, Assistant Professor of Accounting, Masso- 
chusetts Institute of Technology. 


Published in the N.A.C.A. Bulletin, Section 1, September 1950. 


In this thought-provoking article, Prof. Beckett presents a kaleido 
scopic picture of the growth of accounting, the progress made, and 
the goals still to be achieved. The development of accounting theory 
and technique has been considerable. Now, at the mid-century point 
it is well and wise to take stock. 


For purposes of this essay, Prof. Beckett breaks down our knowledge 
of accounting into four groups; each group summarizes functionally 
the work the accountant does. It is through this approach, and by 
examining the significance of each group, that the author estab 
lishes his appraisal. These functions of accounting are as follows: 


1. Measuring profit and promoting financial control 


2. Planning future activities. most often in the form of bud 
geting. 


3. Assisting in the control of current activities, a process in 
which variance analyses under standard costs are a principal 
tool. 


4. Guiding managerial] decisions as to courses of action for the 
future. 


Under the heading of profit measurement, Prof. Beckett traces the 
evolution of accounting from its earliest roots of simple record-keep- 
ing to our modern concept of measuring profit. Even today, con 
cepts of profits vary, and are not often crystal clear. Complexities 
arise in determination of costs. valuation of inventories, and report 
of earnings with the possible effect of changed dollar values. An 
other challenge is the accounting for costs—and profits—under 
pension programs 


A further development in accounting has been budgeting and its 
contribution to planning. It is an easy transition from a body of 
static knowledge about a business becoming a guide in deciding 
future courses of action. Because of the accountant’s knowledge of 
historical things concerning the business. he can help in projecting 
the future 


Commensurate with the growth of scientific management. there has 
come a demand for the accountant’s participation in active planning. 
His function is to develop tools of measurement of operations. Here. 
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the problem of cost control affords a challenge; the thoery of cost 
control itself is not often carried out in practice, and its objective 
is often lost sight of. In fact, this function of accounting, i.e., pro- 
viding cost data for managerial use, is still a controversial matter. 


In this comprehensive paper, Prof. Beckett has brought to a head, in 
an interesting manner, some of the challenging aspects of account- 
ing. His appraisal of our vast body of accounting knowledge is time- 
ly and of vital interest to all members of the profession. 


Contemporary Practices in Costing Inventories 


WALTER B. McFARLAND, PhD., Member of National Headquar- 


ters Staff of the National Association of Cost Accountants. 


Published in The New York Certified Public Accountant, June 1950. 


In a paper presented at a recent technical meeting of the Society 
sponsored by the Committee on Cost Accounting and Inventory 
Methods, Dr. McFarland, who has done extensive research in the 
cost accounting field, is concerned with the problem of costing in- 
ventories rather than with pricing inventories. More specifically, the 
author deals with the question of what is included or excluded from 
cost for inventory purposes. This aspect of costing inventories 

the allocation of costs and charges—has not received as much atten 


tion as the more widely discussed problem of whether to use 


Fifo, Lifo, etc. 


At the outset, Dr. McFarland sets forth the objectives in costing in 
ventories; the types of costs which are included in inventories, a 
basis for classification of costs, and lastly, the accounting pro 
cedure. His classification is two fold; product costs or period costs, 
each determined at time of origin. 


The dividing line between manufacturing and non-manufacturing 
costs, the author contends, is not always easy to define. To illustrate. 
the author cites such borderline items as packaging, storaging of 
finished goods, expenditures for research and development, and ad 
ministrative salaries. In stressing this point, Dr. McFarland gives 
some interesting conclusions on the diversity in cost classification 
and the reasons underlying the practice, drawn from a study made 
by the N. A. C. A. Committee on Research, of which he is a mem 
ber. 


Other cost accounting aspects of goods remaining on hand, at the 
close of an accounting period, dealt with by the author, are as fol 
lows: accounting for inventories under standard costs, treatment of 
price variances, performance standards and overhead standards. In 
his discussion of each of the above, Dr. McFarland incorporates the 
findings of his study pertinent te the subject. 


Lastly, Dr. McFarland renders some interesting comments on the 
cost of goods which have been sold. Here, the tendency in practice 
is to include, in the cost of goods sold, charges which have no rela 
tionship to the cost of manufacturing the goods 


In this comprehensive pa Dr. McFarland contributes factual 
information to our haswlaies of inventory costing. While he is con 
cerned with only one phase, allocation of costs, what he has to say 
should be of great interest and of value to both accountants and 
auditors; and most revealing are the results of his findings pertin 
ent to the subject under discussion. 
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Internship Training Programs. 
DAVID W. THOMPSON, Indiana University. 
Published in the Accounting Review, October 1950. 


While internship training in accounting is not a recent develop 
ment, the author believes that the full potentialities of such a pro- 
gram have not been fully realized; it is hoped that by reviewing 
the administration of internship training its effective use as a 
training device will be recognized by both the school and industry, 
in addition to its great value to the student. 


At the outset, Mr. Thompson lists the a of internship train 
ing which are bound to accrue to each of the three parties con- 
cerned, The trainee obtains practical experience in accounting. For 
the employees, internship training can be regarded as a method of 
recruiting new employees. While for the school, internship train 
ing programs provide a proving ground for testing the student's 
performance on the job. 


The author contends that there are no real disadvantages associated 
with a properly administered training program. When the school 
authorities and representatives from the company have planned and 
carefully worked out the details of the program, no difficulties are 
encountered. Furthermore, a more careful selection of trainees by 
the school has ironed out some of the difficulties encountered in the 
past. 


In this cooperation between the employer and the school in estab- 
lishing an internship rot Mr. Thompson suggests that both 
parties be ever-mindful of the following: 


1. Training objective: The purpose of the training should be 
decided in advance. List in detail the things the intern 
should learn during the internship. 


to 


Program: Schedule the actual work experience or clerical 
jobs the intern should perform in order to attain the train- 
ing objective. 


3. Supervision: The employer and the school should jointly 
supervise the program to see that the schedule established 
is being followed and that the student is being trained in 
the areas chosen. Many internship programs are not effec- 
tive because of the lack of supervision. 


4. Follow-through: After the internship program has been 
completed, tests should be made to evaluate the results to 
see how closely the established objectives were attained. 
By means of this testing, improvements can be made in 
future programs. 


Continuing his discussion, the author describes a program for indus 
trial internship in accounting which was administered by the Uni- 
versity in cooperation with the Delco-Remy Division of General 
Motors Corporation. Training objectives and work assignments, 
together with reports, are clearly outlined. 


Mr. Thompson has clearly stated the case for internship training 
programs. He has summed up the advantages of internship to the 
student, to the cooperating business organization, and to the school. 
Since internship training programs in industrial accounting have 
become more common, this article should be of great interest to 
all supervisors of accounting and auditing departments. 


Articles of Interest to Internal Auditors 97 
Subject: Audits by Certified Public Accountants. 
Published by The American Institute of Accountants. 


This pamphlet prepared by the research department of the Ameri- 
can Institute of Accountants is a re-statement of the nature and 
significance of audits made by certified public accountants. Its main 
purpose is to help and assist others—executives, bankers, teachers, 
etc.—to gain a more complete understanding of the auditor’s respon- 
sibilities and of audit procedures. Lastly, it is intended to correct 
some of the misunderstandings which have arisen concerning the 
exactitude of financial statements and the responsibilities of 
C.P.A.s in reporting upon them. 


The contents are divided into five sections: financial statements, 
the C.P.A. report, auditing philosophy, auditing procedures and a 
summary. In each section | on, of the auditor’s work are dis 
cussed in relation to the subject matter. 


A noteworthy feature of this booklet is the appendix, containing 
a list of publications pertinent to auditing, published by the Ameri 
can Institute of Accountants. This list should be of great help to 
anyone who wishes to do further reading on auditing subjects of 
special appeal or interest 

(56 pages—Price $.50) 


To have a better understanding of our fellow men, let us try to 
put ourselves in their place and we will be able to figure out why they 
act as they do. 

—Chinese Proverb. 


No matter whether it be a river or a little brook, flowing water 
always maintains a level, similar to a man who does not have to be 
governed by rules. 

—ConFructius. 











MEMBERS’ FORUM 
ON THE USE OF PHOTOGRAPHS 


One of the procedural instructions to the Internal Audit Depart- 
ment by the Audit Committee of our Company is: “The auditor should 
use a camera to illustrate by the use of photographs the quality of main- 
tenance of plant or office, the maintenance of inventory as well as other 
conditions which are better indicated by photographs joan by written 
text in a report.” : 


Photographs are used liberally in the audit repogts to provide a 
visual portrayal of conditions described in the text. Subjects include the 
condition and method of storing goods in warehouses, evidence of neg- 
lected maintenance, unsafe working conditions and plant hazards, 
unsatisfactory housekeeping, defective equipment, defective products 
and many others. Exceptionally good conditions and recent improve- 
ments are also described and illustrated, with suggestions for adopting 
them at other locations. 

—D. L. Greaves. 


A REMINDER 


The publication of The Internal Auditor is not a one-way street. 
As is the entire work of Tue INnstiTuTE, it is a co-operative venture 
to which every member of Tue INnstiruTe should contribute. Each one 
of us should ask ourselves whether we could not submit an article to 
The Internal Auditor, because our publication needs our material. The 
Editorial Staff cannot pick articles out of the air. Neither can it write 
on all the experiences and theories representative of our profession, 
because such articles must come from every type of business and from 
every part of the country. 


Besides the benefit to the membership-at-large of experiences and 
thoughts on internal auditing, it need scarcely be said that the indi- 
vidual who contributes an article stands to gain much thereby. It im- 
proves his writing style and technique, of no small importance to an 
internal auditor, and enhances his personal prestige. 


The Internal Auditor needs material; every member of Tue Instt- 
TUTE should do his part. 


—A. J. E. Curr. 
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YOUR EDITOR SPEAKS: 


The first issue of Tue Instrrute’s Quarterly was published in 
September, 1944. Edward J. Barr, of Detroit, was the Editor and was 
ably joined by Alan Lauckner (President 1944-45) who handled the 
many problems which centered in New York. This arrangement was 
in effect until the September, 1945 issue was published, when Victor 
Brink consented to act as Editor. 


Victor Brink edited the December, 1945 issue; but, because of his 
numerous, pressing obligations (concerning which most of us who 
know him well have wondered how he consistently met them), asked 


to be relieved of the Editorship. 


Briefly, I was then nominated; and, feeling a great sense of obliga- 
tion toward furthering, insofar as it was within my power, the progress 
and prestige of Tue Instrrute, I arranged my business and personal 
affairs in March, 1946 to the end that I could carry on the Editorship 
as an extra activity. 


However, I want here to emphasize the fact that, understandably, 
our Quarterly can be only as good as Tue INstiruTe’s contributing 
members make it, with the somewhat limited assistance given by others 
who have something to say auditorily. And, if the Quarterly has gained 
acceptance, it is primarily due to those contributors whose effective 
efforts have not only achieved publication but have been, I feel certain, 
appreciated by our readers. 


As to my job, I unreservedly say that it was capped by the contin- 
uously expert support given me by the Editorial Committee, Messrs. 
Max A. Kenyon, Edward J. Novotney and, until recently, John F. 
Brady (whom Bruno Vollprecht succeeded.) 


But, now, after five years of service, I am retiring with this Decem- 
ber, 1950 issue. 


With the March, 1951 issue, Max Kenyon will ably take over the 
Editorship; I say “ably,” since I know he will top the job I gave Tue 
INstiTUTE by many high degrees. 


I add: May our InstiruTe grow in prestige and, with the aid of 
the Quarterly, make a yet greater impression on the world of business. 


Sincerely — cordially, 


Cuaries J. Fue. 
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Increasing the Usefulness of Internal Auditing 


ADDRESSES Presented ot the 
SIXTH ANNUAL CONFERENCE OF THE INSTITUTE — 1947 


SUMMARY of recent trends showing the broadening scope and usefulness 
A, ot internal Auditing. Individual erticles cover specific phases of the 
‘owing general themes—Recent Developments in internal Auditing, re- 
Speveless ot the Systems of internal Control, and case histories of special 
janagement Service. Price $2.50 





Internal Auditing in Industry 
Edited by VICTOR Z. BRINK and BRADFORD CADMUS 
presentation of the specialized internal contro! and internal auditing tech- 


niques applicable to @ range of selected induttries, such es petroleum, 
insurance, motion pictures, banking, utilities. 
Price $5.00 





Internal Auditing Philosophy and Practice 


Edited by CHARLES J. FUE 
PAPERS PRESENTED During the 1942 - 1943 Season of THE INSTITUTE 


HIS volume comprises six parts: |. Internal Auditing Techniques, ||. Internal 
- Auditing and Management, til. Internal Auditing and Public Accounting 
IV. Internal Auditing ond the Securities and Exchange Commission, V. Interna 
Auditing and Wartime Problems, and Vi. Internal Auditing and the Future. 





Managerial Control Through Internal Auditing 


Prepared by the Research Committee of 
THE INSTITUTE OF INTERNAL AUDITORS 


ODERN Internal Auditing lies in the area of management control. This 

M concise volume hes been published to guide business management in 
e utilization of its internal auditing staff; how, as a tool of management, 
modern internal auditing has progressed far beyond the arithmetical verification 
of accounts, records and financial statements; how it has become a complete 
intra-compeny financial and operational review embracing perfection of the 
system of internal control and reliable assurance of adherence to the standards 
of performance. 


Price $2.00 


Order any of above publications from your favorite bookseller or directly from 
BROCK and WALLSTON, Publishers, 39 Atlantic St., Stamford, Conn. 








Other Publications on Internal Auditing 
INTERNAL AUDITING—by Victor Z. Brink 


A text and guide book to Internal Auditing 
Ronald Press—15 East 26th Street—New York 10, N. Y. 


INTERNAL CONTROL STANDARDS AND RELATED 
AUDITING PROCEDURES $5.00 


by WALTER H. KAMP and JAMES A. CASHIN 


A case history description of an internal control program and coordinated internal 
auditing practices. 


Brock and Wallston—39 Atlantic Street—Stamford, Conn. 


BASIC INTERNAL AUDITING, PRINCIPLES AND TECHNIQUES $2.75 
by JOHN B. THURSTON 
An introductory book describing the importance of modern internal auditing and its 
basic principles and procedures. 
International Textbook Company—Scranton, Pa. 























